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Cost Accounting * 
By Joun R. Witpmay, M.C.S., C.P.A. 
CHAPTER I 
The Objects in Ascertaining Cost 


A discussion of the subject of Cost Accounting involves the 
consideration of three topics : 

(1) The nature of the information being sought. 

(2) The means of obtaining the information. 

(3) The use to which the information is to be put, after it is 
obtained. 

A consideration of the first topic requires an inquiry into the 
objects in ascertaining costs. Briefly stated they are as follows: 

(a) To ascertain whether or not a business undertaking is 
profitable. 

(b) To serve as a basis for fixing selling prices. 

(c) To furnish information to the proprietor or administra- 
tive officer which will guide him in forming his administrative 
judgment. 

In the simplest of business transactions the interesting ele- 
ment is that of profit. A man who undertakes a business ven- 
ture of any kind is primarily interested in knowing whether he is 
making or losing money. In either case, how much? He is sec- 
ondarily interested in knowing whether his business is sufficiently 
profitable. By this is meant, whether or not the return on the 
investment is up to the average for the [ine of business in which 
he is engaged. 

If he is engaged in trading, his first or gross profit is from 
the sale of his merchandise. In order to ascertain his profit he 
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must oppose against the proceeds of his sales the cost thereof. 
If his cost is incorrect, his profit is incorrect. Strangely enough, 
the error in such cases is usually against him rather than in his 
favor. Such errors frequently repeated are inclined to lead him 
suddenly, and often to his surprise, into a condition of insolvency. 
Hence the importance, even in the simplest transactions, of hav- 
ing information on the subject of cost which is correct and trust- 
worthy. 

Competition as it exists today calls for the greatest of care in 
fixing selling prices. The exercise of such care requires business 
experience, a knowledge of business conditions and reliable in- 
formation concerning costs. The successful contractor is the 
man who not only gets the contract by virtue of having submitted 
the lowest reasonable bid, other things being equal, but the man 
who can get his profit out of the contract after he has succeeded 
in securing it. 

If a loss results, or the margin of profit is too small, it means, 
upon repetition, one of two things must be done; either the sell- 
ing price must be increased, or the cost must be decreased. 

Of these two expedients, the first is usually inadvisable, if 
not impossible, without resulting in a loss of business, and the 
business man looks to the second means for relief. Can he use 
this means intelligently if he is not absolutely sure of his cost? 
Obviously, not! 

Through the aid of accurate information concerning costs the 
proprietor or administrative officer is enabled to keep in close 
touch with conditions, shape the operating policy of the future 
and guide the operations as they mature. 

He is enabled: 

a. To determine which lines of production or merchandise are 
profitable and which are unprofitable; to institute methods for 
extending and increasing the sale of such lines as are profitable 
and to retard the sale of, or withdraw entirely from the manu- 
facture, or sale of, such lines as are unprofitable ; to decide intelli- 
gently the lines on which commissions may be allowed to sales- 
men and the extent of such commissions. 

b. To reduce costs ; either through a reduction of the elements 
composing costs, or through an increase in the production. 

c. To allocate “leaks” and stop unnecessary waste or ex- 
travagance. 


Cost Accounting 


d. To develop the highest type of productive efficiency. To 
bolster up the weak points and harmonize the work of the differ- 
ent departments, or operating groups. 

e. To gauge the efficiency of managers, relatively speaking, 
by comparing one manager with another. The manager, whose 
cost of producing soil pipe per ton is $7.00, is obviously not as 
efficient or capable as the man who under precisely similar con- 
ditions can produce the same product at a cost of $5.00 per ton. 

f. To compare the work of similar foremen, departments, ma- 
chines, operatives, or other centers of production. 

g. To compare costs in general of one period with another. 

h. To compare actual costs with estimated or predetermined 
costs. The tendency today is toward standardization. Generally 
speaking from the standpoint of costs, standards are unattainable. 
A comparison of actual costs with standard costs determines the 
percentage of inefficiency. 

Modern business organization has become so complex as to 
have passed beyond the limits of individual observation, unless 
the individual has some artificial means of transcending these 
limits. The time has passed when the administrative officer can 
be in touch with all the details of the business. Cost statistics 
offer such a man a means of transcending his individual limits. 
They afford him an opportunity of having placed before him at 
stated intervals a picture, as it were, of his business operations. 
The administrative officer, or proprietor, draws his conclusions 
from the picture, and is afforded thereby a basis on which to 
found his judgment as to future operations and policies. It is 
said of the late Mr. Harriman, that he owed his success in a 
measure to his ability to interpret the operations of his many 
business enterprises from the statistical reports which he required 
of his representatives from time to time. 


CHAPTER II 
Classification of Costs 


Costs are frequently referred to without distinction as to 
whether manufacturing or selling costs are meant. That such a 
distinction should be made is important. Manufacturing cost as 
will be seen in the classification appearing below, contemplates 
only such costs as arise, in the factory, in connection with the 
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manufacture of the product. Selling cost has as its basis the 
manufacturing cost, to which is added the expense of selling the 
product, the expense of administration, and all other items of | 
expense incident to the conduct of the business. The trader, 
who buys and sells merchandise, technically speaking, has no 
manufacturing cost. His is a selling cost, having as a basis, 
however, an item of cost of purchase, corresponding relatively to 
the cost of manufacture. 
The details of each class of costs are as follows: 
I. Manufacturing costs, composed of 
Prime cost and 
Manufacturing overhead, variously referred to as 
Factory loading 
“burden 
expense 
indirect 
Manufacturing expense 
“ On cost.” 


‘ec 


“ce 


2. Selling costs, the elements of which are 
(a) Manufacturing cost 
(b) Selling expense 
(c) Administrative expense 
(d) Fixed or capital charges 
(e) Reserves 
(f) Deduction from sales. 


A somewhat more detailed analysis of selling costs would 
include the following items: 
A. Manufacturing cost 
1. Prime cost 
(a) Materials and supplies, including 
inward freight and cartage, and duty 
(b) Labor—direct—such as 
“cutting out” and “ stitching” in the manufac- 
ture of shoes. 


2. Manufacturing overhead 
(a) Labor—indirect 
Foremen 
Helpers (not working on product) 
Porters 
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Teamsters 
Messengers 
Watchmen 
(b) General factory expense 
Heat, light and power 
Shop supplies (so small as not to warrant charg- 
ing to stock) 
Repairs and renewals 
} Office supplies 
Office expenses 
(c) Salaries 
Manager or superintendent 
Clerks—keeping factory records. 
(d) Depreciation of machinery and tools, or other 
operating equipment. 
B. Selling expense 
(1) Salesmen 
Salaries 
Traveling expense 
Commissions 
(2) Advertising 
C. Administrative expense 
(1) Salaries 
Officers 
Clerks—keeping general records 
(2) Expense—general office 
Printing and stationery 
Postage 
Telephone and telegraph 
Traveling—officers and clerks 
i Legal 
Miscellaneous 
D. Fixed or capital charges—(subject to offset on account of 
other income) 
(1) Cash discount on sales 
(2) Rent 
, (3) Taxes 
(4) Insurance 
t (5) Interest 
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E. Reserves 
(1) Depreciation of plant 
(2) Doubtful accounts 


F. Deduction from sales 
(1) Allowances 
(a) Loss 
(b) Breakage 
(c) Damage 
(2) Trade discounts 
(3) Rebates 
(4) Outward freight 
The above outline is intended to be indicative rather than 
exhaustive. 
The relation of selling cost to selling price, the elements of 
which are cost and profit, will be clearly defined by the following 
illustration : 


SELLING PRICE 





| Deductions from Sales 
| Reserves 
| Fixed or Capital Charges 
PROFIT | Administrative Expense 
| Selling Expense 
| Manufacturing Overhead 
| Prime Cost 





























CHAPTER III 
The Selection of a System 


Having determined the nature and extent of the information 
sought, the question of how it is to be obtained arises. What 
kind of accounting mechanism, or system, shall be employed for 
this purpose? 

In order to answer this question properly it will be necessary 
to consider the question of production with regard to the type 
of product. Production used in its relation to cost may be classi- 
fied as: 

Single unit 
Multiple unit 
Miscellaneous 
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By single unit production is meant that class of production 
in which the units produced are all of the same nature; units 
which are identical with regard to the quantity and quality of 
material used, require the same operations of labor, and share 
equally in the distribution of overhead. Single unit production 
is usually attended by a uniform cost per unit. 

Multiple unit production involves a dissimilarity either in the 
quantity or quality of material used in the article, the labor ex- 
pended, or the overhead applied. Such circumstances usually 
give rise to a difference in type of the articles and a corresponding 
difference in the unit cost. 

The term “ miscellaneous” or “ diversified production” is 
used to denote production in which it is difficult on account of 
the complexity of its nature, or inadvisable from the standpoint 
of the manufacturer, to classify the product and obtain a unit 
cost. A manufacturer engaged in producing several different 
kinds of articles, which permit of unit classification, might be 
entirely satisfied, although inadvisedly, with knowing the cost 
collectively of the various lines of output. 

The successful cost accountant must learn sooner or later, 
that while he may often advise as to good practice he will at 
times be forced to accept a situation as he finds it and be gov- 
erned in his work accordingly. Let it be remembered in passing 
from this topic, however, that miscellaneous production specif- 
ically denotes an absence of unit classification. 

The selection of the system to be employed in securing the 
information desired will be seen from the above to depend upon 
the kind of production involved. Single unit and miscellaneous 
production, on account of their similarity, fall naturally into one 
class, while multiple unit production, on account of its complexity, 
is in a class by itself. 

The systems available for use are two: 

The accounting cost system, and 
The manufacturing (or factory) cost system. 


CHAPTER IV 
The Accounting Cost System 


The accounting cost system is the simpler of the two, in that 
it involves no books other than those usually embraced in the 
system of financial accounts. For this reason the accounting cost 
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system is sometimes referred to as a “ financial” cost system. It 
contemplates a complete and comprehensive classification of op- 
erating accounts in the general ledger such as were shown in the 
outline covering the elements of selling cost. The arrangement of 
the accounts is somewhat changed, however, in order that the 
financial operations may be clearly brought out and the source of 
profits allocated in preparing statements from the books. The 
asset and liability accounts also appear in the general ledger as 
usual and the trial balance of same furnishes the information 
necessary to prepare the balance sheet and statement of income 
and profit and loss. It is essential that the latter should be tied 
into the balance sheet as usual in order to prove its mathematical 
correctness, and it is the statement which becomes the basis of 
the cost sheet. 

In addition to the work contemplated by the ordinary systerh 
of accounting it is necessary that a record should be kept of the 
units sold and the units returned in order that the net sales in 
units may be ascertained. If the cost of net sales is obtained and 
the number of net units sold is known, it is obvious that by divid- 
ing cost by units an average cost per unit may be obtained. It 
is true of course that the cost may be slightly inaccurate on ac- 
count of not selling in every case the physical units produced 
during the period, but if the units are of the same type the objec- 
tion to the discrepancy will be so slight as to be almost nil when 
compared with the saving in time and expense which the use 
of the system accomplishes. 

It will be seen from the following statement of income and 
profit and loss that the accounting cost system may be adapted to 
either single unit or miscellaneous production and affords to the 
administrative officer an excellent picture of the operation of the 
business and a basis for administrative judgment. General cap- 
tions have been principally used here in order to condense the 
statement, but it should be understood that in practice the state- 
ment should embody all the detail accounts as set forth in the 
analysis of selling costs. 
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STATEMENT OF INCOME AND PROFIT AND LOSS FOR THE 


PERIOD ENDED 
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Deduction from sales: 
Trade discounts ............06. 


Income from sales. .........cccc0 


Cost of sales (deduct): 

Materials and supplies consumed. . 
| SOP TTT TTT Te 
Manufacturing overhead......... 
Difference in inventory of goods in 

re err ee 
Difference in inventory of finished 

INE RARE BE IU 


Gross profit on sales.............. 
Selling expense (deduct)........... 
Es 6 8k ciRebse cévavndion 
Administrative expense (deduct) ... 


Net profit on sales—Income from 
GION. 6 casi ctctcnesdncecs 
Other income (add)............... 


Pe Bias oi ks wbivends ons 
Deductions from income........... 
Net income—profit and loss....... 
Profit and loss credits (add)....... 


Profit and loss charges (deduct)... . 


Profit and loss surplus for the period 
Profit and loss surplus—beginning of 
QUES GHEE « 6 6 ccc vscedowteas 


Profit and loss surplus (per balance 
FE OE 


Units 


Money 
Values 


Cost Statistics 
Average per Unit 



















































































(To be continued) 
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The Proper Form of Balance Sheet 
By Witrtram H. Ropserts, C.P.A. 


Good, conscientious, capable work will always be the founda- 
tion on which the public accountant must build his reputation 
and success if the structure is to be permanent. Above this 
foundation the chief element in the structure is clear, able, com- 
prehensive reports, and the lack of these will explain many a 
one-story reputation whose foundation deserves a skyscraper. 

It is also true that some have built beyond the strength of 
their support and have exhibited cracked walls to the regret 
and confusion of us all. 

Regardless of the care, skill and experience which the pub- 
lic accountant brings to his work, if he be unable to convey 
to his client the full import and effect of the facts which he 
has developed, he has lost an opportunity to make an investment 
of great earning power, to add something to his permanent 
structure. 

The American accountant has too generally been at the dis- 
advantage of having to look for his appointment and his fee 
to the officers or directors of corporations whose affairs come 
under his scrutiny, a situation full of embarrassment when mat- 
ters arise which demand his criticism or censure. For this 
reason, the education of the public to a point where, as in Eng- 
land, he is the regularly elected representative of the stock- 
holder and so, in a sense, of the whole people, may well invite 
our earnest efforts. 

The reluctance of the public to invest in industrial enter- 
prises has come from thousands of severe lessons in high finance, 
in which have been taught the risks taken by a minority interest 
through abuses of corporate control which could never have 
become so great had stockholders generally been able to discover 
and understand real conditions. 

The demand for governmental supervision of corporations 
has grown out of this general feeling of helpless ignorance, a 
feeling which has not always been relieved by public account- 
ants’ reports, and if we do not want further advances by govern- 
ment into our field, we must at least make our reports so plain 
that no one of ordinary intelligence can misunderstand them. 
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Probably all of you have suffered keen disappointment when 
what you believed to be an able and important report was scarcely 
looked at by the person you hoped to impress. There are two 
kinds of business men responsible for such disappointments: 
those who will not study any detailed report—the very nervous 
who imagine they are overworked or have no time and insist on 
ready-made conclusions ; and those who have formed the habit of 
thinking themselves too ignorant of accounting to understand 
such matters and have, therefore, never really tried. To the 
latter class belong a surprisingly large number of investors and 
business men, and in order to reach them and to overcome their 
prejudices, we must get rid of certain needless technicalities in 
our reports and use plain every-day language both in our text 
and in our statements. 

The day having gone by when a lawyer could impress any 
very desirable clientage by a lavish use of Latin terms, the intel- 
ligent attorney now discusses matters with his client in language 
which cannot fail to be understood, reserving the use of legal 
phraseology for the court room. In this fact, I believe, lies a 
suggestion of value to our profession, since there are many 
technical terms and methods necessarily observed in actual ac- 
counting which have no place in a report intended to inform the 
non-professional. 

In a very large majority of accountants’ reports the Balance 
Sheet is the central feature, being, as one writer has aptly termed 
it, a cross section of the business, showing its condition at a 
particular point. A standard form of Balance Sheet would not 
in any strict sense be desirable even if possible, but there surely 
are some features of it which ought to be standardized and some 
principles which should be generally accepted, affecting its form. 

That ancient controversy between the adherents of the Eng- 
lish and American arrangement in which both domestic and 
foreign ink has been so copiously shed, need not be here re- 
opened. Even if it were worth while as an academic proposition, 
the fact that the English form is required by law and that the 
practice in this country is so firmly established as to be immov- 
able, makes discussion profitless. 

The term Balance Sheet, as nearly as can be generalized from 
the definitions given in the various works on accounting to which 
I have had access, strictly applies to a statement of Assets and 
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Liabilities in the form of a closed ledger account, the closing or 
balancing being effected by an entry of surplus or deficit. The 
term itself appears to be derived from the “ balance account” to 
which the ancient book-keeping practice required all other ledger 
accounts to be periodically closed. 

This technical form, in which surplus is shown as a liability 
and deficit as an asset, no matter how ably it may be defended on 
theoretical grounds, is subject to the vital objection that common 
people do not understand it, even the term Balance Sheet convey- 
ing no meaning to most minds. We must, therefore, respectfully 
urge the greater merits of the Statement of Condition in which 
the assets (if greater) are first shown, the total being extended in 
a column at the right, followed by the liabilities, the total of the 
latter, similarly extended, being deducted from the former, show- 
ing surplus in its true relation, as the excess of assets over 
liabilities. 

Where the liabilities are greater, the general form of the 
statement, in which they appear first, is in itself a clear and un- 
avoidable notice of impairment. 

In many cases where conditions need to be indicated with 
special clearness, it may be well to go still further and to first 
deduct from assets the total of outside liabilities only, the re- 
mainder representing surplus as to creditors, made up, in the case 
of a solvent corporation, of capital stock plus undivided profits, 
or, where impairment exists, of capital stock less deficit. To add 
even more to the clearness of the statement, the book value of 
the stock per share may be, shown in this connection. 

The next feature of the Statement of Condition regarding 
which discussion may be had is the order in which its constituent 
items should appear. A great variety of arrangement is observ- 
able in published reports and accounting practice, but there are 
only two radically different methods in use. 

The form of statement desired by bankers, in which assets are 
listed in the order of liquidity, cash being first and fixed or 
capital assets last, with liabilities in a similar arrangement, has 
some adherents, but it may be noted that bankers do not them- 
selves usually follow this order in their own statements which 
commonly begin with loans and discounts. 

A great majority of Public Accountants’ Balance Sheets, how- 
ever, show assets substantially in the order of their fixity, a 
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form which has been made mandatory by the Inter-State Com- 
merce Commission, the Railroad Commission of Wisconsin and 
other governmental bodies. There does not seem to be sufficient 
merit in the bankers’ contention for the opposite arrangement, to 
justify a change from this usage now so well established, espe- 
cially since it is as easy in a statement where fixed, deferred and 
current items are properly grouped, to compare liquid assets with 
current liabilities as in one where these are given first place. In 
the interest of uniformity, therefore, the order of fixity should 
certainly be made the professional standard. 

Carrying out this idea the following general groups may be 
given as applicable to the average manufacturing corporation and 
as indicating the principles applying to any commercial business: 


ASSETS 
1. Fixed (a) Intangible. 
(b) Tangible. 
2. Deferred charges to future operations. 


3. Investments. 
4. Current. 
LIABILITIES 
5. Fixed. 
6. Current. 


7. Capital or proprietorship. 


Under Fixed Assets—lIntangible, the first item should always 
be Goodwill, if any is claimed, not only because it is the only 
absolutely fixed asset of a business, in the sense that it cannot be 
sold while the business continues, but for the more important 
reason that its frequently questionable value makes its prominence 
necessary to attract attention and for the better protection of the 
accountant who certifies to a surplus of which this item forms 
at least a part. 

Patents, Franchises, Leaseholds and similar properties be- 
long in this group, being placed in the order of their length of 
life. 

The Tangible group covers Real Estate, Buildings, Machin- 
ery, Equipment, Tools and similar comparatively permanent 
properties used in the business. Where statements are rendered 
periodically there should be shown as to each item of fixed assets 
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the value given in the last prior statement, the additions since 
and the allowances for depreciation or other deductions, extend- 
ing only the net. 

The fact that depreciation appears on the ledger as a credit 
balance in a separate account is no excuse for stating the asset 
item at more than it should be, nor is it reasonable to expect the 
reader to hunt up the corresponding item among the liabilities 
and make the deduction which the accountant ought to have done 
for him. 

Deferred Assets or Charges to Future Operation will properly 
follow fixed assets because they are not to be considered as avail- 
able for any other than operating purposes. These may include, 
besides expense advances, insurance and interest prepaid, such 
operating supplies and materials as are not of such a nature as 
to be readily saleable or are not sufficiently important in amount 
to deserve grouping under a separate caption along with unfin- 
ished product. The inclusion of the latter among current assets 
may or may not be proper, according to circumstances and the 
nature of the business. 

Investments include properties and interests not directly re- 
lated to the regular business and under this head may be listed 
special funds which should always be given titles clearly describ- 
ing their nature and purpose. In fact the accountant should 
never be bound by the titles used by his client when others more 
descriptive or more easily understood can be substituted. 

Current assets, it is unnecessary to state, will cover Manufac- 
tured Goods, Merchandise (the latter term being properly given 
only to goods bought to be sold in the same condition), Bills and 
Accounts Receivable and Cash. In stating Receivables, the 
amount due from customers or trade debtors should always be 
stated separately and the general nature of any others clearly 
shown. Any reserves for bad debts, freight on delivered sales 
or other allowances must be deducted on the face of the state- 
ment and only the net extended. In certain lines where cost of 
collection is very large, it should be allowed for and trade dis- 
counts claimable must not be overlooked. 

Notes Receivable which have been discounted and which may 
be erroneously treated on the books as having been paid, must 
be set up among current assets with a corresponding amount 
stated among the liabilities. 
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Notes past due or on which serious default in interest exists 
ought to be so designated unless covered by the allowance for 
bad debts. 

A very interesting question sometimes arises as to the ac- 
countants’ duty in cases of hypothecated accounts or contracts. 
Strict regard for the truth would seem to require a clear state- 
ment of this fact, even at the certain sacrifice of the credit of 
the concern with consequent damage to the stockholders. How 
far the accountant should go in the protection of a client’s 
eredit, is sometimes a very nice question and not one to be de- 
cided offhand or covered by fixed rules. 

A qualification as to Inventories ought always to be made, 
if not on the face of the Asset Statement, then by reference 
therefrom to the accompanying text in which the responsibility 
for their correctness should be clearly stated. As it is unusual 
for accountants to actually take inventories, the point may be 
covered by some such notation as “ Inventories as furnished, not 
verified ” or “ Verified as to extensions and footings only.” It 
is, of course, needless to say that cost (or market value, if less) 
should be the only basis of pricing permitted. 

The Fixed Liabilities of a business usually consists of Bonded 
or Mortgage Indebtedness and the Current Liabilities of Bills 
Payable, Accounts Payable, and Accruals, the difference between 
the total of these and the aggregate assets being proprietorship, 
surplus as to creditors or capital value. 

In this classification of liabilities, it will be noticed that no 
mention has been made of reserves for bad accounts or for 
depreciation, for the reason that, as stated above, all such 
“valuation accounts,” as Professor Hatfield terms them, should 
be treated as deductions from the asset items whose value they 
are intended to modify. This principle should also be followed 
in stating the amount of unissued or unsold bonds and capital 
stock, only the net amount outstanding being extended. The 
contention that such items are an asset is not well founded since 
it would apply with equal force and often more truly to an 
unused line of credit at bank which no one would ever think of 
claiming or of including in a Balance Sheet. 

No form of offsetting should of course ever be countenanced, 
nor ought equities to be listed as properties at net figures without 
full explanation. Real Estate under mortgage, made or assumed 
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by the client, should be shown as an Asset at full value and the 
mortgage indebtedness stated among the liabilities with clear 
reference to the asset item affected. Where the indebtedness is 
not the debt of the client, either as maker or by assumption, as 
part of consideration paid, the statement should show the value 
of the pledged property with the incumbrance deducted in the 
margin and only the net extended. If Capital Stock is included 
as a liability (and this is unobjectionable, except where it is 
desirable to declare Surplus as to Creditors), Preferred Stock 
ought always to be placed before Common. 

The make-up of Surplus or Deficit, beginning with balance 
per previous statement and showing current periods, Profit or 
Loss, Dividends deducted and present balance, is the most sig- 
nificant feature of the Statement of Condition, and should be so 
simply worded as to compel attention and insure its being under- 
stood. If reference is given therein to the detailed manu factur- 
ing, trading or profit and loss account of which it is the epitome, 
it may lead to that careful study by all interested parties which 
every public accountant’s report should deserve and receive. 

In making deduction of dividends where preferred stock is 
involved, care should be taken to do this in accordance with the 
terms of preference, non-cumulative stock dividends being pay- 
able from current profits only. 

Generally, the public accountant is under no moral obligation 
and ought not to be under compulsion to blindly follow either the 
arrangement or titles of the accounts found in his client’s ledger, 
nor should he fail to show facts or to consider adjustments in his 
statement, even though the client failed or refused to bring his 
books into harmony therewith. 

The public accountant cannot afford to lose sight of the fact 
that he does not represent alone the officers of a corporation who 
may have engaged his services, but that the stockholder, and, in 
a less degree perhaps, but in a very real sense, the general public 
before whom his report may go, have strong claims—have, in 
fact, the right to demand the facts set down with all possible 
clearness. 

It is not enough that reports contain the truth; they must 
tell it so that no one who reads may fail to understand. 
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Municipal Accounts 
By RicHarp M. CHAPMAN, C.P.A. 


Your Committee on Arrangement has extended to me the 
privilege of addressing you on the subject of “ Municipal Ac- 
counts,” and I fully appreciate the distinguished consideration 
which prompted so gracious an invitation. 

The subject selected was no doubt assigned to me because of 
my service during the last twelve years with the Department of 
Finance of this City, and the belief that my work in connection 
with its accounts, my attendance as delegate to the Washington 
Conferences called by the Bureau of the Census to consider the 
subjects of wealth, debt and taxation, as well as my participation 
in the annual conventions of the National Association of Con- 
trollers and Accounting Officers, have afforded me ample oppor- 
tunity to observe and reflect, and thereupon qualify to offer some 
original thoughts anent municipal accounts. 

We of course understand that the subject is too large to 
more than touch upon in the compass of one address, and much 
might be said which, although true and instructive, would be 
neither interesting nor pertinent on an occasion of this kind. I 
will accordingly confine my remarks to such broad principles as 
possess a native interest and can be communicated better by 
words than by figures, directing what I shall have to say more 
to argument than to demonstration, and endeavor to approach 
the theme in a manner that will entertain as well as convey some 
few thoughts worth carrying away and remembering. 

The accounts of municipalities may fairly be regarded as 
forming a class by themselves, and apart from the employment 
of double entry for the purpose of accounting control, they pos- 
sess little in common with private or industrial records. 

The considerations of capital and revenue which characterize 
the accounts of all private undertakings are conspicuously absent 
in the accounts of cities, and in fact in all public accounts whether 
national, state, county, borough or village; and accordingly 
neither the balance sheet as commercially understood, nor its 
inseparable companion, the profit and loss account, find any place 
in the reports of public finance. It is true that balance sheets 
and accompanying surplus accounts have been uttered and ex- 
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ploited in a few isolated instances; but the interpretation and 
expression of premises thereby adopted has either been so dis- 
torted and remote from facts as to be little more than grotesque ; 
or the purpose of the statement has been so different from the 
idea that commonly attaches to business and financial statements 
reflecting operation and status as to constitute the employment of 
such titles quite arbitrary and exceptional. 

As has repeatedly been urged by accountants who recognize 
the danger latent in any attempt to confuse the genius of private 
and public accounts, the purposes underlying each respectively 
are so dissimilar as to present in the main diametric distinctions ; 
for while private accounts chronicle primarily the investment of 
private capital for gain, and secondarily the subsequent employ- 
ment thereof in realizing such dominating motive, public accounts 
on the contrary deal primarily with the expenditure of public 
moneys for the government, protection and convenience of the 
commonwealth, and secondarily with the raising of just sufficient 
funds to fulfil such purpose. 

It accordingly follows that while private accounts are con- 
ducted for the purpose of reflecting the waxing or waning of the 
principal or estate, the operating results contributing thereto, and 
the disposition of current earnings by way of division among 
owners or increase of capital, public accounts are operated only 
to vouchsafe that all public moneys raised and expended have 
been legally received and paid for the ostensible purpose in an 
orderly and economical manner. 

The principal characteristics of municipal or other public 
accounts is that they relate almost exclusively to the provision 
of credit and the employment thereof-in_ the accomplishment of 
numerous and varied specific public purposes ; for each of which 
purposes a fund is created in a stated sum, from which the neces- 
sary_payments can legally be made. — 

The accounts of these funds are complementary and contra 
to the treasury; which, conducted in the name of the chamber- 
lain, treasurer, or other fiduciary officer, corresponds to the cash 
account of a private business, which latter term I shall hereafter 
use for brevity and distinction. 

There are only two ways in which a fund after being au- 
thorized is ordinarily created upon the city books: 

(1) By a charge to cash and credit to the fund, as in the 


18 


Municipal Accounts 


case of an actual treasury receipt from sale of bonds or collection 
of revenue under special provision or pledge, and 

(2) By the charge to an accruing nominal account registering 
an authorized levy of a tax or other impost, and a credit to the 
fund as in the case of an annual budget appropriation, or of an 
assessment levied for a local improvement. 

In the first instance the fund measures an addition currently 
made to the sum of money in the treasury, and in the second 
instance an addition to be made thereafter by the collection of 
said tax, assessment, or other accrual; while in each instance the 
creation or increase of any stated fund provides a letter of credit 
against which expenditures out of the treasury for a correspond- 
ing purpose may be charged. 

The cash account accordingly consists of primary debits or 
charges to the chamberlain or other custodian of all moneys 
received into the treasury, contra to funds created or accruals 
liquidated, and of subsequent credits for payments made there- 
from in clearing warrants drawn against established funds; while 
each fund account consists of a primary credit provided for a 
particular purpose, and all subsequent charges against said credit, 
as warrants are drawn and registered, for the fulfilling of the 
purpose stated. 

A credit balance in a fund consequently signifies a credit 
against which further drafts may be drawn for the purpose speci- 
fied in the title of the account. Or, if the purpose has been ac- 
complished and no further drafts are to be made, it signifies a 
surplus available for some purpose other than that contemplated 
when the original provision was made. 

On the other hand, if there be a debit balance it signifies the 
expenditure of more money than has been duly authorized and 
provided for, and the consequent necessity of making further 
provision by transfer or otherwise to cover the deficiency. 

I have made the foregoing statement of obvious fact for the 
purpose of justifying the definition now offered of a fund ac- 
count as distinguished from a cash account; viz.: a fund account 
is created or provided for a specific purpose indicated by the title 
thereof, against which expenditures necessary to the fulfilling of 
said purpose may legally be charged to the amount of the credit 
provided therefor. 

It is immaterial whether the fund be contra to the general 
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treasury, or to sinking fund moneys; whether it be for current 
expenses, or public improvements, or for redemption of debt, or 
whether it be created by budget appropriation, sale of corporate 
bonds, pledges of rents, fees or other income, or revenue of the 
sinking fund holdings: all alike will be charges to cash or accru- 
als, and credits to constituted funds, which latter in turn are 
chargeable currently with corresponding outlay as claims are sev- 
erally audited and paid in conformity with authorized purposes. 

It therefore follows that when the purpose for which a fund 
has been provided has been accomplished, and any deficiency has 
been made good, or any surplus has been applied to other pur- 
poses, that the fund account will automatically close, whether it 
chronicle the payment of police salaries, for any particular year, 
the purchase of new ambulances for hospitals, or the building of 
a subway or bridge taking ten years to complete: and should it 
be necessary at any subsequent time to make inquiry concerning 
the salaries paid during said year, or concerning the cost of the 
ambulances, or of the bridge or subway, the facts are all on rec- 
ord in the respective fund accounts of the year or years during 
which the expenditures were made. 

In this connection I would state that at all times and in all 
places of public accounting the fund accounts relating to the con- 
struction of permanent public works have closed just as abso- 
lutely and permanently as funds relating to current administrative 
expenses ; as the sum of the outlay for the one possesses in the 
future no more significance than the sum disbursed for the other. 
In both instances the limit of expenditure was determined and 
fixed beforehand, and the only concern which attaches to the pos- 
session of a working property or permanent facility by the city 
is the maintenance of its serviceability ; for upon the completion 
of the work and the expenditure of the fund provided therefor, 
all need of accounting for its initial cost, ceases; the incident is 
closed, and every interest concerned is satisfied. 

In every instance where the settlement of claims is limited to 
the collection of specific moneys, as where the city undertakes to 
liquidate a specific debt, or discharge a specific trust out of spe- 
cific revenues without assuming the obligation, or where the col- 
lection of assessments for the payment of principal and interest 
on assessment bonds renders it advisable to identify receipts and 
payments relating to the same purpose, it is readily done by the 
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introduction of suitable intermediate accounts, without in any 
way departing from the established plan or nomenclature, because 
the revenues and expenditures are in every such instance clearly 
and specifically related and identified. 

In the main, however, the classification of the city’s current 
resources in cash and receivable accounts and the classification 
of the purposes of expenditure under the titles of the several 
funds, while producing equally balancing aggregate sums, present 
in each particular entirely different and independent composition. 

A great deal of stress has recently been laid upon the import- 
ance of a system of revenue and expense accounts for cities as 
distinct from the cash system which centers in the control and 
reporting of receipts and payments; as if the revenues and ex- 
penses of a city could possibly differ, or show a result of profit 
and loss in any justifiable accounting sense! The city first deter- 
mines by procedure laid down in its charter what its expenses 
for current needs shall be; deducts therefrom its available rev- 
enues from sources other than imposts, and levies taxes for the 
balance; so that its revenues and expenses for all current pur- 
poses are not only equalized but approximately determined in 
advance both of the receipt of the one and the payment of the 
other. To the extent that the city makes provision for the com- 
fort and pleasure of the future generations, it raises money there- 
for by the issue of corporate bonds which future generations 
must arrange to pay for, just as the present generation is dis- 
charging the debt incurred by its forefathers, restricted however 
at all times to the limitation of debt in a stated percentage of 
taxable wealth. 

As the city’s expenses therefore determine its revenues, and 
the two are necessarily equalized, the extent that revenues are 
realized and that expenses are paid, or in other words the receipts 
and payments during each given year constitute the primary sub- 
ject of accounting so far as results are concerned, and the rev- 
enues and expenses and relatively the accruals and funds for 
each year or for each undertaking must necessarily liquidate and 
close when all revenue provided has been realized and all obli- 
gations incurred have been discharged. 

The balances normally appearing upon a city’s general ledger, 
at any time, reflect but four general subjects, two debtor and two 
creditor, viz. : 
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(1) Cash in treasury; 

(2) Aggregate Revenues collectable ; 

(3) Unexpended balance of funds; and 
(4) Unpaid Warrants. 


It will be seen that all of the above relates to the cash action 
and apart from inter se adjustments are to be liquidated by either 
cash receipts or disbursements, and the introduction of any other 
subject into the general ledger must provide its own independent 
counterbalancing element. 

The most conspicuous subject coming without the circle just 
stated, is the principal of the city debt wherein we have on one 
side the total sum of bonds outstanding, and on the other side 
the specific component loans, both of which sides simultaneously 
increase with each new loan issued and decrease with each loan 
redeemed. 

In the same manner complete sets of complementary auxiliary 
accounts may be conducted for dealing with any subject that jus- 
tifies a record, and accounts dealing with the related revenues 
and expenses of specific public utilities or with the cumulative 
cost value of parks, streets, buildings, bridges and sewers, could 
in like manner be made the subject of auxiliary accounts produc- 
ing independent trial balances, and reflected either in a general 
ledger or in separate books. But whether or not and to what 
extent they are made the subjects of supplementary processes, 
they form no part of the essential or trunk principal of municipal 
accounts which relate exclusively to the city’s cash resources and 
the related funds against which its authorized expenditures are 
charged. 

The accounts of a municipality comprehend primarily three 
distinct circles of action, viz. : 

(1) The City Treasury, embracing the cash accruals and re- 
lated funds collectively constituting the general account. 

(2) The principal of the City Debt relating exclusively to 
bond obligations, both collectively and severally. 

(3) The Sinking Fund, dealing with the cash investments, 
revenues and redemptions incidental to the provisions for amor- 
tizing the city’s funded debt. 

The public moneys in the several designated depositories are 
accordingly divided between the City Treasury and the Sinking 
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Fund, both of which divisions originate and remain absolutely as 
separately conducted bank accounts with no receipts and pay- 
ments in common. 

The numerous funds comprehended within the first circle of 
action fall under four general heads, namely: 

(1) Appropriation funds, created by Annual Budget and 
tax levy to meet current administrative and operating ex- 
penses. 

(2) Special revenue bond funds, created by sale of short time 
bonds redeemable out of succeeding years’ tax levies to meet 
emergency expenses not anticipated in the Annual Budget, and 
thereby occasioning appropriation deficiencies. 

(3) Corporate stock bonds, created by issue of long term 
bonds to meet the cost of permanent improvements, extensions 
and developments of those public facilities essential to health, 
safety, transportation and general convenience. 

(4) Special and Trust Funds created by special revenues 
pledged to specific purposes, or receipts in trust, and subject to 
the innumerable fiduciary functions which the city undertakes to 
perform in the capacity of trustee. 

The primary objects of the Annual Budget are to determine 
and provide the funds for the operating expenses of each city 
department, and at the same time to limit the expenditure thereof 
in the departments in the same prescribed sum or amount, and 
so exercise control over the total governmental expenditures of 
the city by restricting each department at the outset to a prede- 
termined and stated annual credit. 

In order that the underlying purpose of the control so exer- 
cised may be realized to the fullest practical extent, not only are 
the contemplated expenditures of each department (regarded as 
a general function) measured and fixed; but also the expendi- 
tures of those several bureaus or divisions where such exist and 
for the specific purposes (regarded as subordinate functions) 
which each undertakes to fulfill, are in like manner established 
and made the subject of stated credits collectively constituting 
the total sum available for the department as a whole; and while 
the sum total may under no circumstances be exceeded, the com- 
ponent or sub credits possess generally a limited elasticity through 
permission granted by a properly constituted governing board to 
make transfers from one sub credit to another within the same 
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department upon proof of the inadequacy of one credit and 
over provision of another; and that such transfer is proper and 
advisable. 

The principle, however, that such sub credit provided for a 
specific subordinate function must be expended solely for such 
purpose, remains unchanged, and theoretically is as absolute as 
the exactions which attach io the application of the total depart- 
mental appropriation. 

As each city department and each division or bureau thereof 
is engaged in activities dissimilar from all others, and so fulfills 
functions peculiar to itself, and as budget control to be effective 
must relate each credit to the specific purpose to be accomplished 
or thing to be done, and so follow functional lines, the depart- 
mental estimates and related appropriation accounts applicable to 
each of such departments, boroughs and divisions must neces- 
sarily be stated under titles characteristic of the functional activ- 
ities, and so differ in each instance. 

On the other hand, no matter what peculiar service or under- 
taking may distinguish a department or subdivision thereof, the 
expenditures regarded according to their character instead of 
purpose will fall under one or more of the few general headings 
common to all departments, such as salaries, wages, materials, 
supplies, equipments, etc., and in this respect the administrative 
control exercised by means of distinguishing between different 
expenses instead of functions, may be stated under titles charac- 
teristic of the few possible subjects of expenditure applicable to 
all departments alike. 

While therefore the title of accounts operated for the purpose 
of exercising budgetary control will be as numerous, varied and 
peculiar to each department as the separate governmental func- 
tions comprehended within their several and collective activities, 
the titles of accounts that may be operated in the departments 
for the purposes of administrative control upon expense lines will 
be comparatively few in number, and not peculiar to any one par- 
ticular department more than to another. 

In establishing therefore the total sum required to perform 
each separate function, each of said sums may be deduced and 
justified by its subdivision, according to the character and 
amount of each element of expense, as salaries, wages, materials, 
equipments, etc., by which the degree of economy exercised in 
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the pertormance of each function may be apprehended, approved 
and criticized by the Board granting the appropriation. 

A Budget—when made up from departmental estimates sub- 
mitted upon the lines just described, and the appropriation ac- 
counts opened in conformity therewith—absolutely establishes 
and limits the credit applicable to each actual governmental pur- 
pose under significant titles clearly reflecting the character of the 
function, and if in conformity with the nomenclature and se- 
quence, by and under which such functions are recognized, 
grouped and related in the advanced schemes of Municipal Ac- 
counting and reporting, leaves little to be desired, and goes a long 
way towards realizing the possibility of comparable statistics— 
the goal of all advocates of uniform municipal accounting. 

The Sinking Fund of a city is a contract entered into with 
purchasers and holders of all long-term bonds redeemable by 
Sinking Fund provision, and the annual instalments and pledged 
revenues stipulated in the scheme of accumulation to amortize or 
secure the redemption of said loan, obtains as an immutable 
agreement until the last bond issued under the provisions of said 
sinking fund matures and is paid. 

The City may operate two or more sinking funds simultane- 
ously, each related exclusively to a distinct class of bonds issued 
thereunder ; as for instance, sinking fund for the redemption of 
Water Bonds, or sinking fund for the redemption of Bridge 
Bonds, or any other specific class or series of loans, for the re- 
demption of which particular revenues may have been pledged; 
which in each instance will form as distinct a contract and apply 
as exclusively to its related loan, as if it were a business of a 
different municipality. 

On the other hand, the City may establish a perpetual Sink- 
ing Fund for the redemption of all loans contracted after a stated 
date, and provide for instalments measured to the precise re- 
quirements, to be levied and paid into the Fund annually. But 
specific revenues pledged to secure specific loans obviously can- 
not be applied to the redemption of other loans, until the last 
bond, for the redemption of which they were originally pledged, 
has been paid. After the termination of any special sinking fund, 
consequent upon the redemption of the loan which is thereby se- 
cured, the revenues that have been pledged thereto, being again 
free for other application, may again be pledged to another sink- 
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ing fund and operate to reduce the annual instalments therefor 
raised by taxation. 

The Sinking Fund accumulations are invested in City Bonds, 
interest from which constitutes a principal item of sinking fund 
revenue. The Commissioners of the Sinking Fund are accord- 
ingly extensive buyers of short term loans, i.e., special revenue 
bonds, and so obviate the necessity of public sale at frequent 
intervals and in small amounts, as money is needed by the City 
Treasury. They also purchase long-term bonds to the extent that 
their free cash is available therefor, especially when market con- 
ditions are unfavorable to public sale; and through such a con- 
tinual purchase of City obligations the Sinking Fund accumula- 
tions are continually available for general City purposes, with- 
out in any way imperiling the implied trust. All sales of the 
Sinking Fund City Bonds are at par. 
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By Pavut Kvapper, Pu.D. 


PART III 


Ill 
The Labor Union Members’ Attitude 


It is very important that we keep apart the attitude that a 
union takes toward a particular trade policy from that adopted by 
the individual. The two are often dissimilar, not because the 
organization does not expect each one of its members to make his 
actions and practices square with the policy determined upon in 
general assembly, but simply for the reason that an individual’s 
action in a body is one thing, and when alone, another. Social 
action is always more or less impersonal and gives rise to a gen- 
eral policy to be applied to a class of cases, to remedy a type of 
grievance, and not any one’s particular case or specific grievance. 
Individual action is generally personal; it is usually a reaction to 
a particular situation. Despite the efforts of organized labor to 
the contrary, the individual member’s attitude toward machinery 
was not too friendly, and often bordered on the hostile. The 
machine was the sole cause of his misery ; it displaced him, robbed 
him of his skilled craft, made his work irregular, his living pre- 
carious, and forced his wife and children to become his fellow 
breadwinners. The machine was cruelty and heartlessness in- 
carnate to every artisan in such a position. Hence we can read- 
ily see that the personal attitude toward machinery was only a 
reaction to the grievance the worker had against it. The action 
of the union had a deterring effect, it is true,—but it had little 
else. The worker had numberless chances to manifest his true 
feelings for the machine every hour of the day. While the mod- 
ern worker, controlled by the union, does not rise in revolt, and 
engage in rioting, burning, and pillaging factories and machinery, 
he nevertheless has means less destructive but clearly indicative 
of his inimical attitude toward mechanical labor-saving innova- 
tions. The proof that those means have been used we may group 
under four heads: 

1. The advice of labor leaders to union members indicates 
clearly that the men are not showing a friendly attitude. The 
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lessons of their councils are always admonitions to bring out the 
highest potentialities of these machines, to show a willingness to 
work them, to believe in their possibilities, and not to ridicule the 
assertions, however extravagant, made by the inventor or his 
agents. 

At the 38th Convention of the Typographical Union, a com- 
plaint was made that the printers were reluctant about taking up 
new processes. The general representative assembly passed a 
resolution urging members of subordinate unions “ to learn to op- 
erate machines wherever in use.’ At the convention of the Glass 
Bottle Blowers’ Association in 1904, a general resolution was 
passed which declared in part that the rapid changes in the last 
few years together with predictions of the wonderful innovations 
to come should not be considered idle boasts—“ for it is now, to 
us, a question of self-preservation. If any members are displaced 
by machines, they should operate the machines. This proposition 
is so clear and so just that any departure from it is a violation of 
the purposes and objects for which we are organized.” 

President Rowe of the American Flint Glass Workers’ Union 
in his address to the 1907 Convention said: “‘ We must profit by 
experience in treating improved machinery. If the machine is a 
success it is our duty to accord its controllers equitable treatment 
in the operation of the machine. If the machine is not a com- 
mercial success, its owners will soon discover that fact and set it 
aside to rust.” 

The same Convention passed resolutions urging each union 
to take up the question of automatic machinery at its meetings, 
“for the purposes (1) of educating our members to the expecta- 
tions of these machines” and (2) “that machinery should re- 
ceive the best reception at their hands.” 

President Martin Fox of the Iron Moulders’ Union said to 
his delegates, “ The union moulder will never be given all the nec- 
essary opportunities unless he is willing to do justice to the 
machines,—to their possibilities,—and show a willingness to con- 
scientiously assist in their development.” (1903 Convention. ) 

2. The workmen often threw every conceivable obstacle in 
the way of the successful operation of new machinery. The first 
machines are made more or less experimental and need a sympa- 
thetic rather than an unfriendly attitude, in order successfully to 
bring out every latent possibility. The union member often 
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worked in the latter rather than in the former spirit. Adjust- 
ments are more or less imperfect, gearings not as fine as they 
should be, and mechanisms are ultra delicate in the early forms 
of the machines. The workers did what they could to throw 
these machines out of gear, upset the fine adjustments and break 
the fragile parts. The machinists were kept busy repairing and 
patching, and the worker waited idly for his next chance to prove 
that the machines were unsuccessful and that machinery in his 
craft was impossible. 

The case of Josiah Warren and the printing press is typical. 
He was an ardent communist who lived in New Harmony. It 
was his great desire to write communistic literature to prove the 
practicability of his scheme. In order to print these at little 
cost and in the shortest possible time, he set to work devising a 
printing press worked on a cylinder instead of on a flat surface. 
For nine years he toiled, and in 1840 succeeded in producing the 
first rolling press in America. Its superiority over the other presses 
and its success were obvious even to a layman. The “ South- 
western Sentinel” was the first paper in the world to be printed 
from a continuous sheet by Warren’s press, and it boasted of un- 
usual cheapness and good quality of work. The workmen saw 
its possibilities, and began working havoc with it in the manner 
we noted above. The press being as fragile as glass was con- 
stantly out of gear, and was kept in the repair shop more than in 
the press-room. In utter disgust at this maliciousness Warren 
removed his machine, smashed it with a sledgehammer and con- 
signed its parts to the junk shop and to the furnace. Men 
familiar with every branch of printing assert that this action 
set typographical progress back a number of years. Warren 
had plates for this press which rivalled those turned out by 
the modern stereotyping and lithographing processes. He dis- 
carded the old wooden plates and unsightly cuts, and produced 
work comparable to the moderately skilled products of to-day. 
Without his press these innovations could not be introduced. 
(Lockwood’s New Harmony, chap. 21.) 

The National Glass Budget of May, 1903, tells us of the 
trouble in Allegheny. Many experiments were being conducted 
on new machines, but as both glass unions monopolized the 
labor of the town, it was found necessary to build a sep- 
arate experimental shop, and engage non-union help in order 
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to be assured of honest co-operation on the part of the work- 
men. 

Mr. Fry, President of the National Glass Company, testi- 
fying before the Industrial Commission in 1901, said that it 
was usual to find the early forms of the machines killed by 
the union men; in nine cases out of ten, they were worked so 
as to make them a failure. It was common to find that a 
machine that did not prove successful in a union shop turned 
out to be quite the reverse when transferred to a non-union 
factory. His testimony was not refuted by the labor repre- 
sentatives. In answer to a request for a concrete instance, he 
cited the Rochester Tumbler Company. He gave the com- 
pany’s figures and showed that they used the same machinery 
as other glass tumbler factories, but they made greater profit 
than any other concern of proportionate size and equally pro- 
gressive methods because the labor was non-union. (Vol. VII, 
p. 165.) But he added: “ To-day (1901) the union men have 
increased in wisdom on this point. At the time of the first 
conference the leaders seemed to have recognized that automatic 
machinery had come to stay, and the president of the union 
said to his men: ‘It is our interest, and our duty to our em- 
ployers to do the very best we can with improved machinery.’ ” 

The complaint that the American employer of union labor 
registers is found verbatim in the grievances which the Brit- 
ish factory owners, similarly placed, are arguing. The Shoe 
and Leather Record (2/19/1892) contains the following wail: 
“Tt is true that their objection does not take the form of di- 
rect refusal to run the machines. Experience has taught the 
union a more efficacious way of marshalling their forces of 
opposition. To say openly that labor saving appliances were 
objected to, would be to estrange public sympathy, without which 
trade unionism finds it impossible to live. So other methods 
are adopted. The work done by machines is belittled; it is 
urged that no saving of labor is effected by their use. The 
men working the machines exercise all their ingenuity in making 
machine work as expensive as hand work. There exists among 
workmen what amounts to a tacit understanding that only so 
much work shall be done in a certain time, and no matter what 
machines are introduced, the men conspire to prevent any sav- 
ing to be effected by their use.” 
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3. From facts and figures we gather that union workmen, 
despite warnings and advice to the contrary from their organi- 
zation and their leaders, have arbitrarily decreased the spread 
of the machines and set a maximum limit to their daily output 
which was far below the capabilities of these. machines. This 
has been implied indirectly in the charges that were made above, 
but we find direct evidence of these facts. E. H. Mumford, an 
authority on the manufacturing processes in the iron moulding 
industry, told the employers at a meeting of the Foundrymen’s 
Association in August, 1900, that the basic machine problem was 
that the moulder will not do as large a day’s work as the un- 
skilled worker on the same machines. He admitted that Presi- 
dent Fox of the Iron Moulders’ Union was sincere in his ut- 
terances and his advice to his men, “ to bring out the best pos- 
sibilities of the machines,” but the problem is beyond union con- 
trol. Such figures as the following, obtained by studying the out- 
put in a typical shop, are a sad indication of the attitude taken 
by the individual. 


COMPARATIVE OUTPUT OF MOULDER AND UNSKILLED LA- 
BORER ON MOULDING MACHINE 
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“To become a successful machine tender the moulder must 
foreswear his craft and strengthen his back.” To escape this 
doom the moulders foolishly kept up their hostile tactics until 
they were threatened with displacement. 

W. J. Keep, Superintendent of the Michigan Stove Works, 
said in an interview for the Iron Moulders’ Journal (Vol. 
XXXIX, No. 2, p. 104): “ There is no objection to the employ- 
ment of union men on the machines, if they will work them 
to the best advantage, but they often discourage their use by pre- 
tending to use them.” He, too, charges openly that the moulders 
are guilty of reducing the speed or curtailing the machine’s 
product. 

4. That the manual and skilled workmen indulged in the 
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practices which we have noted, can be seen from the attitude 
which the agents of the machine companies have taken toward 
the employment of union men. When the United Shoe Ma- 
chine Company fitted up a factory with their machinery, the 
officers invariably counselled the employment of non-union men. 
They were jealous of the success of these mechanisms and in 
order to guarantee the control of the machines by sympathetic 
workers, the officers advised as we just noted. Many machine 
companies contracted to install machinery on the condition that 
for the initial period, the employer give them a final voice in 
matters relating to the choice of the working corps. 

In 1898, the Texan delegate at the 44th Convention of the 
International Typographical Union presented a resolution which 
declared that since the agents of the Linotype Machine Company 
were selling linotypes to printers on condition that they be 
allowed to supply non-union female and male operators, the 
International Typographical Union “ should take such measures 
as will thwart the above agency in its nefarious and detrimental 
efforts to injure the craft at large.” The answer of the agents 
was to the effect that if the “ printers had individually done their 
duty by the new typesetting machines, there would be no need 
now of any such practices on our part to assure ourselves of 
successful and honest operation of the machines.” 

The Typographical Journal (3/1/1894) reports that in Jan- 
uary and February of 1894, the “ Pittsburg Leader” installed 
thirteen Mergenthaler linotype machines, and set the old men to 
work on them. In the middle of the latter month the men at- 
tained a rate of 4,000 ems per hour, a speed equal, if not in 
excess, of the average rate of that day, despite the predictions 
of the Mergenthaler agents and their attempts to induce the 
Typothetz to get outside help. The Journal says that this ought 
to be a good example, and an incentive to other workmen to try 
to keep themselves in the new positions. “ The real tragedy of 
the matter is to find not only the old men displaced, but even 
denied an opportunity to show that they can qualify as well as 
anybody for the job. The agents are against the union operators 
for fear that the latter will not work hard enough on the ma- 
chines. The printers have learned their lesson—they are too 
wise not to be alive to the force of competition, and go in to do 
as well as the next man, especially the non-union men.” 
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Mr. Thompson, Secretary of the National Glass Company of 
the United States, testified before the United States Industrial 
Commission that the non-union flint glass shops succeeded as 
they did, because of the efficiency of the work on new and im- 
proved machinery. Labor union members would never show 
such results ; that is why the manufacturer of the machines coun- 
sel non-unionizing of the shops. “ But,” he adds, “labor unions 
are changing radically on this question.” Mr. Thompson, after 
all his dealings with the American Flint Glass Workers’ Union 
should have known that the labor union policy has not changed 
radically ; it did not need a radical change, but the attitude of the 
individual worker is changing radically. 

The same holds true of the iron moulders. In 1899, the 
Iron Moulders’ Journal asked, “ Does the skilled artisan make 
a better machine operator than the unskilled worker?” A sym- 
posium was conducted, and answers solicited from the ranks of 
the employing classes. A typical answer from this source ran— 
“ There is no question but that a moulder can make a moulding 
machine pay better than a laborer, for there are abundant in- 
stances when the labor is the kind that needs the judgment of 
a trained mind.’ (Iron Moulders’ Journal, August 1899, p. 
506). 

At the Convention of the National Founders Association, 
in November, 1905, the question came up, “ How can we obtain 
the best results with the moulding machines?” The answer 
drafted by the Committee advises, “ Begin with, and keep the 
machine moulds in the hands of your unskilled help. By that 
is meant to keep it from the journeyman mechanic, who, you 
will find, has too much to unlearn to be in thorough sympathy 
with, and to obtain the best results from, the moulding machines.” 

This answer is only a crystallization of the sentiments and 
opinions expressed at a previous convention in 1901. There, 
too, the same question was asked, and an expression of individual 
conviction was called for. There was a decided sentiment against 
the skilled mechanic. Few of the men present believed that 
in complicated work the skilled moulder should be employed, as 
a matter of cash profit. All emphasized that the union moulders 
must change their attitudes and personal conduct in working 
the machines, and must learn not to put an unjustifiable limit 
on the machines’ output. 
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E. H. Mumford, the leading expert in the various processes 
of iron moulding gives it as his observation of years of varied 
experience that, “ Moulders, as soon as they realize the possi- 
bilities of these machines, take an unfriendly attitude—i. e. work 
unwillingly, slacken the pace, and ostracize those who do the 
opposite. The manufacturers of these machines always send 
their own operators for the first two weeks in order to show 
what the willing worker can do.” We need not discredit this 
statement in the least, although it does come from what the 
laborer would call “the ranks of the enemy.” Editor Black, of 
the Iron Moulders’ Journal, the union’s official organ, said 
editorially: “The officers of the union in every instance advise 
the workers to bring out the best possibilities of these machines. 
We realize that inborn prejudice may induce workmen to act 
unreasonably at times when these machines are introduced, but 
during the last ten years the moulders have received an education 
which has demonstrated to them the folly of such a position, and 
I am glad to say that this foolish policy is the exception rather 
than the rule. We can well look forward to the time when the 
demand for skilled moulders will be less, and feeling as we do 
that there is a class of moulders who would make excellent ma- 
chine operators, we are anxious to reserve for them, if possible, 
the opportunity to operate these machines.” 

We have seen that organized labor is very much in the con- 
dition suggested by the old proverb of the horse who can be led 
to the water, but not all the force of mankind can make him 
drink. The union plans a reception of these machines, decides 
on a position, advise and counsels, but the result is an abstract 
policy. During the transition stage, all the difficulties and hard- 
ships that machinery brings are very intense and highly magni- 
fied. The workers dare not take an open stand in their unions 
—each man therefore tries to even his personal score with the 
machine. This personal animosity and hostility are not long a 
very serious factor for, as in all other matters, so, too, in the 
field of industry, time is the great healer and soother. 


Recent Bankruptcy Legislation 
By H. R. Swartz 


The Constitution of the United States confers upon Congress 
the sole authority to establish a uniform bankruptcy law, which 
is peculiarly the law of the business world. 

That the last word on important subjects or matters is never 
spoken is apparent from the fact that, after the National Bank- 
ruptcy Act had been upon our statue books for twelve years 
and had been amended several times, it was amended again by 
the last Congress by act approved June 25, 1910. It will be 
_ these recent amendments that will be considered in this article 
in the order of the chapter affected. 


CHAPTER II 
CREATION OF COURTS OF BANKRUPTCY AND THEIR JURISDICTION 


Section 2, Clause 5, was amended by substituting for the 
words “but not at a greater rate than in this act allowed trus- 
tees for similar services,” the words “as provided in section 
forty-eight of this act,” so that the clause now reads as follows: 


“ authorize the business of bankrupts to be conducted for lim- 
ited periods by receivers, the marshals or trustees, if mecessary 
in the best interests of the estates, and allow such officers addi- 
tional compensation for such services, as provided in section 
forty-eight of this act;” 


One of the purposes of this amendment was to transfer the 
matter of compensation for the services of conducting a business 
to section 48, so that the entire question of compensation would 
be covered by that section, which was itself amended to conform. 

It was not the principal reason for the amendment, however. 
The original act did not provide that additional compensation 
could be allowed an officer in charge of a bankrupt business for 
conducting it for a limited period authorized by the court. It 
was amended in the year 1903 so as to allow such officers addi- 
tional compensation. 

The courts construed the amendment as allowing additional 
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compensation, but, especially in the case of receivers (as to whom 
no method was provided for determining commissions where 
property was turned over by them to the trustees in specie), it 
was held that there was no limit upon the amount allowable. 

It was probably the intention of those who were responsible 
for the 1903 amendment to provide for additional compensation 
in such cases, but not to exceed once again the ordinary com- 
pensation allowed trustees as provided for in section 48 of the 
Act, which limited the compensation of the trustee to a certain 
fixed percentage upon moneys disbursed. 

It will be agreed to by all that the payment of an additional 
compensation to the officer conducting a bankrupt business for 
limited periods is fair, but the construction of the court of the 
1903 amendment led to the payment of excessive fees to the 
detriment of the creditors, and was, in consequence, the cause 
of much dissatisfaction and led to the present amendment and 
the amendment to section 48 fixing all fees, which will be con- 
sidered later. 


Section 2, Clause 19, was amended by adding the word 
“and” at the end of the clause, and the section was further 
amended by adding a companion clause numbered 20, so that 
clauses 19 and 20 now read as follows: 


CLAUSE 19.—“ transfer cases to other courts of bankruptcy ; 
and ” 

CLAUSE 20—“ exercise ancillary jurisdiction over persons or 
property within their respective territorial limits in aid of a re- 
ceiver or trustee appointed in any bankruptcy proceedings pend- 
ing in any other court of bankruptcy.” 


The purpose of this amendment is to confer upon district 
courts, by statute, ancillary jurisdiction of bankruptcy proceed- 
ings pending in any other district court—while such jurisdiction 
was asserted by some courts, others refused to do so, and in such 
cases was the cause of considerable confusion and much hard- 
ship, as it tended to leave in doubt the efficient protection of 
bankrupts’ assets which would happen to be in some jurisdiction 
other than that of the adjudication. No doubt the amendment 
will be the means of avoiding such complications in the future, 
to the advantage of all parties in interest. 
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CHAPTER III 
BAN KRUPTS 


Section 4, Subdivision a, was amended by striking out the 
words “ who owes debts” and inserting the words “ municipal, 
railroad, insurance or banking,” so that the subdivision now reads 
as follows: 


‘ 


“Any person, except a municipal, railroad, insurance, or 
banking corporation, shall be entitled to the benefits of this act 
as a voluntary bankrupt.” 


The original act provided that no corporation of any class 
would be entitled to the benefits of the act as a voluntary bank- 
rupt, and the purpose of the above amendment is to permit the 
voluntary bankruptcy of corporations with the exception of mu- 
nicipal, railroad, insurance, or banking corporations. 

There appears to have been no just reason why corporations 
with the exception of those denied it by the amendment should 
not be entitled to go voluntarily into bankruptcy. The same 
result could be accomplished by a corporation by admitting in 
writing to friendly creditors its inability to pay its debts and its 
willingness to be adjudged a bankrupt and having such friends 
file an involuntary petition. It is generally conceded that many 
involuntary petitions were filed at the request of bankrupt cor- 
porations. In fact, an expression has been coined to describe 
such proceedings as “ voluntary-involuntary proceedings.” But 
in such cases the long and expensive preliminaries of filing an 
involuntary petition, the appointment of a receiver, etc., could 
not be avoided, the burden of which fell upon the creditors. 

Section 4, Subdivision b, was amended by striking out the 
two following sentences: (1) ‘‘ Corporation engaged principally 
in manufacturing, trading, printing, publishing, mining or mer- 
cantile pursuits.” (2) “ Private bankers, but not National banks 
or banks incorporated under State or Territorial laws, may be 
adjudged involuntary bankrupts,” and inserting “ moneyed, busi- 
ness or commercial corporation, except a municipal, railroad, 
insurance or banking corporation,” so that the subdivision now 
reads as follows: 
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“Any natural person, except a wage-earner or a person en- 
gaged chiefly in farming or the tillage of the soil, any unincor- 
porated company, and any moneyed, business, or commercial 
corporation, except a municipal, railroad, insurance, or banking 
corporation, owing debts to the amount of one thousand dollars 
or over may be adjudged an involuntary bankrupt upon default 
or an impartial trial, and shall be subject to the provisions and 
entitled to the benefits of this act. The bankruptcy of a corpo- 
ration shall not release its officers, directors, or stockholders, as 
such, from any liability under the laws of a State or Territory 
or of the United States.” 


‘ 


Before the clause was amended only corporations “ engaged 
principally in manufacturing, trading, printing, publishing, min- 
ing, or mercantile pursuits ” could be proceeded against by cred- 
itors. Considerable litigation resulted as to what corporations 
were included in the classes enumerated, resulting in confusion, 
delay, and consequent shrinkage of the values of the corpora- 
tion’s assets. That the section was not clear is demonstrated by 
the fact that conflicting decisions were rendered by the courts. 

In New York a corporation constructing bridges and piers 
was liable to bankruptcy (in re Niagara Construction Co., 127 
Fed. 782), but in Virginia a corporation engaged in similar work 
was not (im re MacNicholl Construction Co., 134 Fed. 979); a 
hotel corporation, which also runs a bar-room, was amenable (in 
re Barton Hotel Co., 12 A. B. R. 335), but a restaurant corpo- 
ration, which also runs a bar-room, was not (in re Chesapeake 
Oyster & Fish Co., 112 Fed. 960); a laundry company which 
launders new shirts, collars, and cuffs for a company that manu- 
factures them was amenable (in re Troy Steam Laundry Co., 
132 Fed. 266), but a similar company, doing a general laundry 
business, was not (im re White Star Laundry Co., 117 Fed. 570) ; 
it was held that a company which reservoirs and buys water for 
distribution to its customers was not amenable (in re New York 
& Westchester Water Co., 98 Fed. 711), while a company which 
bought and gathered ice for the same purpose was (Ist National 
Bank vs. Wyoming Ice Co., 136 Fed. 466). 

From the standpoint of the business man the amendment is 
a just and wise one, as it has broadened the law as it relates to 
corporations. 

Section 12, Subdivision a.—Although not a word was elim- 
inated from this section, its provisions were changed completely 
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by adding a clause and a paragraph to it. The amended sub- 
division now reads: 


“A bankrupt may offer, either before or after adjudication, 
terms of composition to his creditors after, but not before, he 
has been examined in open court or at a meeting of his creditors, 
and has filed in court the schedule of his property and the list 
of his creditors required to be filed by bankrupts. In compo- 
sitions before adjudication the bankrupt shall file the required 
schedules, and thereupon the court shall call a meeting of cred- 
itors for the allowance of claims, examination of the bankrupt, 
and preservation or conduct of estates, at which meeting the 
judge or referee shall preside and action upon the petition for 
adjudication shall be delayed until it shall be determined whether 
such composition shall be confirmed.” 


Before the clause was amended it simply provided that a 
bankrupt might offer terms of composition to creditors only 
after and not before the bankrupt had been examined in open 
court or at a meeting of creditors and filed in court a schedule 
of property owned and the list of creditors required to be filed 
by bankrupts. Under the amended section it permits settlements 
between creditors and debtor before adjudication or even imme- 
diately after the filing of an involuntary petition which, in a 
number of cases, would be equally advantageous to both debtor 
and creditors. It will be the means of the honest debtor avoid- 
ing being stigmatized a bankrupt; it accomplishes a speedy set- 
tlement with creditors; it should also be attractive to the cred- 
itors, as they would receive prompter settlement and, owing to 
the elimination of practically all costs of administering a bank- 
rupt estate, together with the fact that the assets would in most 
cases be worth more to the insolvent person or concern if per- 
mitted to proceed with the business than to others, creditors 
would receive as much in settlement, if not more, than would 
be realized otherwise. 

There was no change, however, in the provision making com- 
pulsory upon all creditors the acceptance of a composition when 
the given proportion in number and amount, viz., a majority in 
number of all creditors representing a majority in amount of 
claims, have assented. 

Section 14, Subdivision b, was amended to read as follows: 
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“ The judge shall hear the application for a discharge and such 
proofs and pleas as may be made in opposition thereto by the 
trustee or parties in interest, at such time as will give the trustee 
or other parties in interest a reasonable opportunity to be fully 
heard, and investigate the merits of the application and discharge 
the applicant unless he has (1) committed an offense punishable 
by imprisonment as herein provided; or, (2) with intent to con- 
ceal his financial condition, destroyed, concealed or failed to keep 
books of account or records from which such condition might 
be ascertained; or (3) obtained money or property on credit 
upon a materially false statement in writing, made by him to 
any person or his representative for the purpose of obtaining 
credit from such person; or (4) at any time subsequent to the 
first day of the four months immediately preceding the filing 
of the petition transferred, removed, destroyed, or concealed, 
or permitted to be removed, destroyed, or concealed, any of 
his property, with intent to hinder, delay, or defraud his cred- 
itors; or, (5) in voluntary proceedings been granted a dis- 
charge in bankruptcy within six years; or (6) in the course of 
the proceedings in bankruptcy refused to obey any lawful order 
of, or to answer any material question approved by the court: 
Provided, That a trustee shall not interpose objections to a bank- 
rupt’s discharge until he shall be authorized so to do at a meet- 
ing of creditors called for that purpose.” 


It was generally admitted that the law as originally enacted 
was not stringent enough in respect to preventing the discharge 
of dishonest debtors. The amendment of 1903 improved the 
conditions somewhat, and the amendments just adopted strength- 
ens it further by providing clearly that the trustees, upon receiv- 
ing authorization from the creditors, may in the interests of all 
creditors object to a discharge. There was some question in 
respect to this before the amendment, as the law only stated 
that a discharge could be opposed by parties in interest, with the 
result that in most cases, if objections were filed at all, it was 
done by individual creditors at their own expense. 

Now that the trustees can interpose objections, the expense 
can be distributed equally and many dishonest bankrupts refused 
a discharge who would otherwise escape. 


CHAPTER IV 
COURTS AND PROCEDURE THEREIN 


Section 23, Subdivision b, was amended by striking out the 
word “and” between the words “subdivision b” and “section 67” 
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99 66 


and by adding after “ subdivision e,” “ and section 70, subdivision 
e,” so that the amended subdivision now reads as follows: 


“ Suits by the trustees shall only be brought or prosecuted 
in the courts where the bankrupt, whose estate is being admin- 
istered by such trustee, might have brought or prosecuted them 
if proceedings in bankruptcy had not been instituted, unless by 
consent of the proposed defendant, except suits for the recovery 
of property under section sixty, subdivision b; section sixty- 
seven, subdivision e; and section seventy, subdivision e.” 


This change was purely a technical one, so as to make it 
consistent with and give effect to the last sentence of section 
70, subdivision e. 


CHAPTER V 
OFFICERS, THEIR DUTIES AND COMPENSATION 


Section 47, Subdivision a, Clause 2, was amended by adding 
to its provisions ; the amended clause now reads as follows: 


“ collect and reduce to money the property of the estates for 
which they are trustees, under the direction of the court, and 
close up the estate as expeditiously as is compatible with the 
best interests of the parties in interest; and such trustees, as to 
all property in the custody or coming into the custody of the 
bankruptcy court, shall be deemed vested with all the rights, 
remedies, and powers of a creditor holding a lien by legal or 
equitable proceedings thereon; and also, as to all property not 
in the custody of the bankruptcy court, shall be deemed vested 
with all the rights, remedies and powers of a judgment creditor 
holding an execution duly returned unsatisfied ; ” 


The purpose of the amendment is to eliminate the question- 
able method of preferring creditors by secret or unrecorded 
liens, which, from the standpoint of the general creditors, has 
been the source of considerable dissatisfaction, which, if not in 
all cases, was at least in most instances justified. 

Under the law before it was amended a decision was ren- 
dered (York Mfg. Co. vs. Cassell, 201 U. S. 344), wherein the 
court held that property covered by an unrecorded instrument 
which would have been void under the State law had the prop- 
erty been taken by an assignee or receiver in the State Courts 
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or levied upon by attachment or execution, was not void where 
the possession of the property was taken by a receiver or trustee 
in bankruptcy, the Supreme Court holding that the trustee stood 
precisely in the bankrupt’s place with respect to the unrecorded 
instrument. 

The creditors being at such a time prevented from making 
a levy because their separate rights as creditors are vested in 
the trustee for all in addition to which as to property already 
in the custody of the bankruptcy court, individual creditors, 
should they make a levy, would be in contempt of court. 

It is believed that the effect of the amendment carefully 
safeguards the rights of all parties, and in effect proceedings in 
bankruptcy will give the creditors the same rights that creditors 
under the State law would have had had there been no bank- 
ruptcy, which seems to be fair and equitable. 

Section 48, Subdivision a, was amended by substituting for 
the sentence, “and from estates which they have administered 
such commissions on all moneys disbursed,” the words “ and 
such commissions on all moneys disbursed or turned over to any 
person, including lien holders,” so that it now reads: 


“ Trustees shall receive for their services, payable after they 
are rendered, a fee of five dollars deposited with the clerk at the 
time the petition is filed in each case, except when a fee is not 
required from a voluntary bankrupt, and such commissions on 
all moneys disbursed or turned over to any person, including 
lien holders, by them, as may be allowed by the courts, not to 
exceed six per centum on the first five hundred dollars or less, 
four per centum on moneys in excess of five hundred dollars 
and less than fifteen hundred dollars, two per centum on moneys 
in excess of fifteen hundred dollars and less than ten thousand 
dollars, and one per centum on moneys in excess of ten thousand 
dollars. And in case of the confirmation of a composition after 
the trustee has qualified the court may allow him, as compensa- 
tion, not to exceed one-half of one per centum of the amount 
to be paid the creditors on such composition.” 


The amendment gives effect and provides clearly that a trus- 
tee’s fees shall be on the basis of a per centum of all moneys 
disbursed or turned over to any one, including lien holders, on 
which point in some cases questions were raised. 

Section 48, Subdivision d, is entirely new and reads as 
follows: 
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“ Receivers or marshals appointed pursuant to section two, 
subdivision three, of this act shall receive for their services, 
payable after they are rendered, compensation by way of com- 
mission upon the moneys disbursed or turned over to any person, 
including lien holders, by them, and also upon the moneys turned 
over by them or afterwards realized by the trustees from prop- 
erty turned over in kind by them to the trustees, as the court 
may allow, not to exceed six per centum on the first five hun- 
dred dollars or less, four per centum on moneys in excess of 
five hundred dollars and less than one thousand five hundred 
dollars, two per centum on moneys in excess of one thousand 
five hundred dollars and less than ten thousand dollars, and one 
per centum on moneys in excess of ten thousand dollars; Pro- 
vided, That in case of the confirmation of a composition such 
commissions shall not exceed one-half of one per centum of the 
amount to be paid creditors on such compositions: Provided 
further, That when the receiver or marshal acts as a mere cus- 
todian and does not carry on the business of the bankrupt as 
provided in clause five of section two of this act, he shall not 
receive nor be allowed in any form or guise more than two per 
centum on the first thousand dollars or less, and one-half of one 
per centum on all above one thousand dollars on moneys dis- 
bursed by him or turned over by him to the trustee and on 
moneys subsequently realized from property turned over by him 
in kind to the trustee: Provided further, That before the allow- 
ance of compensation notice of application therefor, specifying 
the amount asked, shall be given to creditors in the manner indi- 
cated in section fifty-eight of this act.” 


Receivers are in a number of instances a necessity; some- 
times they are mere custodians and remain in possession but a 
short time; at other times, particularly when the adjudication is 
contested, they are in possession and in some cases conduct a 
going business for months. 

Their fees were not limited in terms by the original law nor 
by subsequent amendment, although the fees of all other offi- 
cers were fixed by it, which resulted in receivers usually being 
allowed more for their services than the amount that could, 
under the law, be allowed to a trustee for similar work. This 
was the cause of considerable dissatisfaction and complaint, and 
led to the above amendment, so that in no event can the court 
allow a receiver more than a trustee for performing the same 
work. In cases where the receivers act merely as the custodians, 
the limit of compensation is considerably less than that of the 
trustees, but in cases where the receiver’s work was exacting 
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and took considerable time, the law, as amended, will permit 
the court to make them an allowance the same as allowed to 
trustees. 

It is believed that the last proviso, which requires notice to 
the creditors specifying the amount of compensation asked for 
by a receiver, will check his being allowed the same as the trus- 
tees where he (the receiver) has merely acted as a custodian. 

It is the opinion, however, of many men prominent in the 
legal as well as the business world that the limit of the compen- 
sation allowed to a receiver, which is also true in respect to the 
compensation of a trustee, is not enough to induce competent 
and responsible men to accept the appointment, this being par- 
ticularly true in cases of bankruptcy of small business concerns, 
and therein lies considerable danger. Also those who favored 
compensation to be allowed receivers dependent entirely upon 
the judgment of the court contend that receivers will not now 
have the incentive to immediate and aggressive action as to un- 
covering concealed assets. There is force in the argument, but 
those in favor of the amendment contend that the creditors, all 
of whom are interested, should be encouraged to efforts in that 
direction and thereby earn a fair compensation rather than 
receivers, who, theoretically at least, are entire strangers to the 
proceedings until they receive their appointment. 

Section 48, Subdivision e, is also an entirely new subdivision 
and reads as follows: 


“Where the business is conducted by trustees, marshals, or 
receivers, as provided in clause five of section two of this act, 
the court may allow such officers additional compensation for 
such services by way of commissions upon the moneys disbursed 
or turned over to any person, including lien holders, by them, 
and in cases of receivers or marshals, also upon the moneys 
turned over by them or afterwards realized by the trustees from 
property turned over in kind by them to the trustees; such com- 
missions not to exceed six per centum on the first five hundred 
dollars or less, four per centum on moneys in excess of five 
hundred dollars and less than one thousand five hundred dollars, 
two per centum on moneys in excess of one thousand five hun- 
dred dollars and less than ten thousand dollars, and one per 
centum on moneys in excess of ten thousand dollars: Provided, 
That in case of the confirmation of a composition such commis- 
sions shall not exceed one-half of one per centum of the amount 
to be paid creditors on such composition: Provided further, That 
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before the allowance of compensation notice of application there- 
for, specifying the amount asked, shall be given to creditors in 
the manner indicated in section fifty-eight of this act.” 


As heretofore stated in the discussion of amendment to Sec- 
tion 2, Clause 5, the original act did not provide for additional 
compensation to be paid the officer placed in charge of a bank- 
rupt business for conducting it for such a limited period as 
might be authorized by the court, which was unjust, and which 
the present amendment seeks to correct, but limits it to a maxi- 
mum rate, which, it will be noted, is the same as that provided 
for as the maximum compensation of receivers and trustees 
under ordinary circumstances. 

The law was amended in 1903 with the object of accomplish- 
ing the above result, but while the courts construed the amend- 
ment as allowing additional compensation, they held that there 
was no limit upon the amount allowable. The amendment will, 
no doubt, have a tendency to discourage long-drawn-out receiver- 
ships. 


CHAPTER VI 


Creditors 


Section 58, Subdivision a, Clause 2, was amended by striking 
out the last five words, “ or the discharge of bankrupts,” and by 
adding a new clause, numbered 9, so that section 58 now reads 
as follows: 


a—*‘ Creditors shall have at least ten days’ notice by mail, to 
their respective addresses as they appear in the list of creditors 
of the bankrupt, or as afterwards filed with the papers in the 
case by the creditors, unless they waive notice in writing, of 
(1) all examinations of the bankrupt; (2) all hearings upon 
applications for the confirmation of compositions; (3) all meet- 
ings of creditors; (4) all proposed sales of property; (5) the 
declaration and time of payment of dividends; (6) the filing of 
the final accounts of the trustees, and the time when and the 
place where they will be examined and passed upon; (7) the 
proposed compromise of any controversy; (8) the proposed dis- 
missal of the proceedings, and (9) there shall be thirty days’ 
notice of all applications for the discharge of bankrupts. 

b—Notice to creditors of the first meeting shall be published 
at least once and may be published such number of additional 
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times as the court may direct; the last publication shall be at 
least one week prior to the date fixed for the meeting. Other 
notices may be published as the court shall direct. 

c—All notices shall be given by the referee, unless otherwise 
ordered by the judge.” 


The purpose of the amendment in the above section which 
now requires thirty days’ notice to creditors, instead of at least 
ten days (which was usually the limit of time given), on all 
applications for the discharge of bankrupts, gives the parties in 
interest sufficient time to prepare objections, which was not 
always the case heretofore, and is accepted generally as being 
a desirable change. 

Section 59, Subdivision g. No part, nor even a word, was 
stricken out of this subdivision, but was amended by adding a 
paragraph to it. The amended subdivision now reads: 


“A voluntary or involuntary petition shall not be dismissed 
by the petitioner or petitioners or for want of prosecution or 
by consent of parties until after notice to the creditors, and to 
that end the court shall, before entertaining an application for 
dismissal, require the bankrupt to file a list, under oath, of all 
his creditors, with their addresses, and shall cause notice to be 
sent to all such creditors of the pendency of such application, 
and shall delay the hearing thereon for a reasonable time to allow 
all creditors and parties in interest opportunity to be heard.” 


While the law, before the above amendment, was clear that 
involuntary petitions could not be dismissed without the regular 
notice to all creditors, there was no provision requiring a debtor 
to file a list of his creditors, so that notice could be given, and 
in a number of cases involuntary petitions were dismissed on 
the application of the alleged bankrupt and the consent of the 
petitioning creditors. The amendment strengthens the law by 
providing that, before the court can entertain an application for 
dismissal, a list of creditors must be filed under oath and notice 
sent to all such creditors of the pendency of an application of 
dismissal, and the hearing delayed for a reasonable time so as 
to permit all parties in interest opportunity to be heard. 

Section 60, Subdivision b, was amended so as to read as 
follows: 


“Tf a bankrupt shall have procured or suffered a judgment 
to be entered against him in favor of any person or have made 
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a transfer of any of his property, and if, at the time of the trans- 
fer, or of the entry of the judgment, or of the recording or 
registering of the transfer if by law recording or registering 
thereof is required, and being within four months before the 
filing of the petition in bankruptcy or after the filing thereof 
and before the adjudication, the bankrupt be insolvent and the 
judgment or transfer then operate as a preference, and the per- 
son receiving it or to be benefited thereby, or his agent acting 
therein, shall then have reasonable cause to believe that the en- 
forcement of such judgment or transfer would effect a prefer- 
ence, it shall be voidable by the trustee and he may recover the 
property or its value from such person. And for the purpose 
of such recovery any court of bankruptcy as hereinbefore de- 
fined, and any State court which would have had jurisdiction 
if bankruptcy had not intervened, shall have concurrent juris- 
diction.” 

The amendment makes the subdivision consistent with clause 
2, subdivision a, of section 47. The object sought is to make 
the date of recording a lien, irrespective as to its date (where 
recording is required under State law to make the lien valid as 
against levying creditors), the date at which the creditors are 
to prove the existence of a preference. 

Before the present amendment the law was construed in a 
great many jurisdictions to the effect that an unrecorded lien 
given several months or even years before, but filed within a 
few days before the concern was adjudicated a bankrupt, to be 
good provided the bankrupt was solvent at the time the lien was 
given, or it was given for money. 

This being considered unfair, as a friendly creditor could 
protect himself by prevailing upon the debtor to give him a lien, 
and then just before bankruptcy, even though the lien was dated 
several years prior to bankruptcy proceedings, file it, and under 
such circumstances the other creditors would be obliged to prove 
that at the time of the transfer the debtor was insolvent, which 
in most cases would be a practical impossibility, resulting in such 
creditors securing a preference. 


CHAPTER VII 


Estates 


Section 67, Subdivision d, was amended by inserting the fol- 
lowing: “to the extent of such present considerations only.” 
The amended subdivision now reads: 
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“Liens given or accepted in good faith and not in contem, 
plation of or in fraud upon this act, and for a present consid- 
eration, which have been recorded according to law, if record 
thereof was necessary in order to impart notice, shall, to the 
extent of such present consideration only, not be affected by 
this act.” 


This amendment seeks to preclude the possibility of a cred- 
itor securing a preference for an unsecured claim on the eve of 
bankruptcy by such a creditor delivering merchandise or advanc- 
ing money to and taking from the debtor collateral worth enough 
to cover both the amount of the original claim and the merchan- 
dise delivered or money advanced, which, in most cases, would 
only be a nominal amount, but in this manner defeating the prin- 
ciples of the bankruptcy law. 

Section 72 is new and reads as follows: 


“ That neither the referee, receiver, marshal, nor trustee shall 
in any form or guise receive, nor shall the court allow him, any 
other or further compensation for his services than that ex- 
pressly authorized and prescribed in this act.” 


This section merely emphasizes the fact that the referee nor 
any of the officers administering a bankrupt estate is to be 
allowed any greater compensation than that provided for by 
sections 40 and 48 of the law. 

The amendatory act provides: 


“That the provisions of this amendatory act shall not apply 
to bankruptcy cases pending when this act takes effect, but such 
cases shall be adjudicated and disposed of conformably to the 
provisions of said act approved July first, eighteen hundred and 
ninety-eight, as amended by said act approved February fifth, 
nineteen hundred and three, and as further amended by said act 
approved June fifteenth, nineteen hundred and six.” 


That abuses as to matters in bankruptcy exist is unquestion- 
ably a fact. The New York State Bar Association appointed a 
committee to consider the administration of the Bankruptcy act 
concerning appointment of receivers. 

The committee made its report, which was adopted at the 
thirty-third annual meeting of the Association held in the City 
of Rochester, N. Y., on the 20th and 21st of January, 1910. 
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After a full discussion of the matter the report is concluded 
by the recommendations of the committee, as follows: 


1. “ A rigid observance of the spirit of Rule XXXIV of the 
Rules in Bankruptcy of the Southern District of New York, 
which in terms provides that a receiver should not retain as 
attorney or counsel the attorney or counsel of the bankrupt or 
of the petitioning creditor, or of the person applying for the 
appointment of a receiver, or of any creditor. It is true that 
the rule provides that ‘a special order authorizing such retainer’ 
may be applied for. But though there may be exceptional cases 
in which such order should be granted, on the whole, it is 
believed, that the spirit and letter of the general rule are against 
the granting of such special orders, and should be observed. It 
is recommended that this rule, or a kindred rule, and its observ- 
ance in spirit, be adopted in other districts where no such rule 
to-day exists. 

If the filing of the involuntary petition is genuine and hon- 
est the attorney for the petitioning creditors will still be before 
the Court and be able to initiate and prosecute to the end an 
inquiry which he may have in mind, provided he receives the 
encouragement of the Court. If, on the other hand, the petition 
has not been filed in good faith, in other words, if the attorney 
for the petitioning creditors is practically the attorney for the 
bankrupt, then it is manifest that the receiver will be largely 
governed by such attorney and substantially by the bankrupt 
himself. This is, of course, against the spirit of the bankruptcy 
law, and must work great evil. 

It is obvious that if the creditors see an opportunity of re- 
ceiving the rewards hitherto mainly parceled out to receivers, 
there will in each proceeding be an early rivalry amongst them 
to secure these rewards, and frauds upon the law and concealed 
assets will oftener be uncovered than under the present system 
of pampered receiverships. 

2. The Committee, in order to remove the temptation which 
now exists, of prolonging receiverships, endorses the proposed 
amendments to the Bankruptcy Law contained in the new Shir- 
ley Bill about to be or already introduced into Congress, which 
will limit the compensation of receivers to certain maximum 
percentages, to be granted by the Court only after notice to 
creditors. The Committee refers to the amendment to Section 
2, Clause 5 of the Law, already set forth with detail, and the 
additions of subdivisions (d) and (e) to section 48 of the Law, 
also above quoted. These proposed amendments of the law will 
cause the receiver to be treated as the trustee is treated now. 
It may be that occasionally a receiver will thus be tempted to 
do little or nothing beyond acting as custodian. This, in the 
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opinion of the Committee, may be a great blessing. But the 
incentive to creditors to immediate and strenuous activity will 
still be present, provided such creditors, who are, of course, be- 
fore the Court, receive the proper encouragement. The instance 
cited by the present Chairman of the Committee of his own 
experience is one that should cause some amendment of the 
statute or of the rules, so that at an early stage of the proceed- 
ings the Court or a commissioner or a referee should designate 
the creditor or creditors and his or their attorneys who should 
prosecute to the end an inquiry successfully begun, and giving 
promise of revealing further assets or uncovering fraud. Im- 
posing this task upon the Court or the commissioner or the 
referee will not burden the Court, at least, with any greater 
responsibility than rests upon it to-day in the selection of a 
proper receiver. No great abuse, it is believed, can arise from 
granting to a creditor and his attorney, who have added to the 
fund by their efforts, proper compensation in the discretion of 
the Court. In this case no outsider would be rewarded, but one 
who is necessarily before the Court in his capacity of creditor, 
and who has little incentive, as matters now stand, to spend 
money or to exercise his ability, in order to benefit the com- 
mon fund. 

In 1903 the Bankruptcy Law was amended as to Clause 2 
of subdivision (b) of section 64—that is, such clause was made 
to read as follows, while referring to various amounts to be 
paid in full out of the bankrupt’s estate: 


‘(2) The filing fees paid by creditors in involuntary 
cases, and, where property of the bankrupt transferred 
or concealed by him either before or after the filing of 
the petition, shall have been recovered for the benefit of 
the estate of the bankrupt by the efforts and at the ex- 
pense of one or more creditors, the reasonable expenses 
of such recovery.’ 


Prior to the adoption of this express provision of the statute 
which in terms authorizes the payment of the reasonable ex- 
penses of a recovery by a creditor, the Courts made allowances 
to creditors or their attorneys upon the general principle that 
equity can, out of a fund increased by the exertions of any 
party, reward such party. The practical difficulty has lain in 
the fact that a creditor has generally found it difficult, at the 
end of a proceeding and in the presence of a receiver, who gen- 
erally has the ear of the Court, to convince the Court that he, 
rather than such receiver, has been the moving and effective 
spirit in instituting the inquiry or enlarging the fund. 

3. The Committee recommends, therefore, that the Bank- 
ruptcy Law and the Rules of the Court be so amended as to 
encourage a creditor, who has laid the foundation of an inquiry 
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promising results, to set the matter before the Court at an early 
stage in the proceedings, in order that such creditor may receive 
a designation by the Court then and there that he is the one to 
proceed to the end with leave to apply for such reasonable com- 
pensation for himself and his attorney as the results of his labor 
may warrant. 

Such results will, of course, inure to the benefit of all of 
the creditors. The allowance to the creditor is not to make him 
a preferred creditor in any sense, but is fairly to reward him 
and his attorney for the effective results of his labor, just as a 
receiver in bankruptcy is theoretically rewarded to-day. 

It is believed by the Committee that discretion in the Court 
to compensate a creditor and his attorney would not be open 
to the evils which have resulted from the discretion as to re- 
ceivers. Each bankruptcy case would probably present a new 
creditor of activity. Such creditor would not be one called into 
the proceedings, although originally a stranger—but would be 
there by virtue of his creditorship. The probability is that he 
would know very much more at the inception of the inquiry 
than a receiver, who is, theoretically at least, a stranger to the 
bankrupt and the bankrupt’s business. The creditor would be 
more apt to know the gossip and the rumors connected with the 
failure of the bankrupt, and the bankrupt’s method of doing 
business, and if, encouraged by the hope of a substantial reward 
and the payment of his expenses, such creditor and his attorney 
would, in the judgment of the Committee, be more likely to en- 
large the fund than the receiver. The receiver should assist 
such creditor in every reasonable way, and would be more likely 
to do so in order to receive the maximum compensation which 
the law, as amended by the proposed Sherley Bill, would give 
him. 

4. The Committee finally recommend, in view of the con- 
flicting decisions in several jurisdictions, that a clearer expres- 
sion of the congressional intention be inserted in section 21A 
of the Bankruptcy Act, so that in every case, even before adjudi- 
cation, any creditor or creditors be permitted to examine the 
bankrupt, his wife and designated third persons and to investi- 
gate the bankrupt’s affairs. (See, also, section 7, subd. 9.) 

In some cases the receivers fail to proceed. But even where 
they do, creditors surely should not only be permitted, but en- 
couraged, to investigate. They will be better equipped than the 
receivers, and, as a matter of right, they should receive the 
larger consideration.” 


It is generally conceded that the amendments will tend to 
correct some of the defects of the bankruptcy law and further 
safeguard the interests of both the creditor and debtor ; this fact 
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is even admitted by those whose objection to a bankruptcy law 
is fundamental. 

The Honorable William G. Brantley, representing the Elev- 
enth District of Georgia, delivered a speech, while the amend- 
ments to the law were being considered, in support of an amend- 
ment to repeal the entire bankruptcy law, during which he said 
in part: 


“T shall not concern myself with the various amendments to 
the present bankruptcy law that are incorporated in the pending 
bill. So far as I have read and considered them, they appear, 
in the main, to tend toward the cure of some of the evils and 
objections that exist in connection with the enforcement of the 
existing law, and I, therefore, have no quarrel with them.” 


It must be admitted, however, that defects in the amend- 
ments, which were entirely unforseen by those who drafted them, 
will, in all likelihood, develop in actual practice, and, further, 
the courts may not construe all of them in the light intended. 
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The Certified Public Accountant and the People* 
By J. H. KaurrMan, C.P.A. 


In a report to the Ohio State Board of Commerce, relative to 
the administration of the law creating a State Board of Account- 
ancy, at its annual meeting in 1909, I offered the following senti- 
ment: 


“ The Profession of Accountancy will become a power in the 
world of affairs. Men skilled in the affairs of commerce and 
finance, and especially in the accounts relating thereto, will 
eventually produce the matters of fact necessary to the solution 
of the great problems now involved in the tariff, the regulation 
of corporations and the conducting, for the public welfare, of 
municipalities, the state and the nation.” 


In all of these matters the people are vitally concerned ; more 
so now than at any time in the history of our country. The pro- 
fession of accountancy—the Certified Public Accountant—since 
1896 has been recognized by legislative enactment in twenty-two 
states. It may be assumed, therefore, that the legislatures were 
convinced that the interests and general welfare of these states 
require the services of men of the type of ability and integrity 
which these laws are designed to create, and I have chosen as a 
subject for a few remarks, 


THE CERTIFIED PUBLIC ACCOUNTANT AND THE PEOPLE 


Plato in his “ Republic” argues that it is the aim of individ- 
ual man, as of the state, to be wise, brave and temperate. In 
the state there are three orders—-the Guardians, the Auxiliaries, 
the Producers. Wisdom should be the special virtue of the 
guardians; courage of the auxiliaries, and temperance of all. 
These three virtues belong respectively to the individual man. 
Wisdom to his rational part, courage to his spirited, and temper- 
ance to his appetitive, while in the state, as in the man, it is. 
injustice that disturbs their harmony. 

Be the cause injustice or whatever, it is certain that the har- 
mony of our people is disturbed to its depths, from the national 


* A paper read at the annual meeting of the Ohio Society of Certified Public Accountants, at 
Columbus, September 10, rgro. 
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capital through the states and their cities, even to our capital 
city. 

It would seem that this condition could not be due to injus- 
tice for the reason that, beginning with the President of the 
United States, we have a lawyer. The chief conservator of our 
natural resources is a lawyer. Coming thence to our own state, 
the Governor is a lawyer; the Mayor of our capital city is a law- 
yer; the President of the Chamber of Commerce is a lawyer; 
even so the Chief of Police of the city of Columbus and the Com- 
missioner of Street Railways of the city of Cleveland are lawyers. 
We were reminded several weeks ago, by the Honorable Mayor 
Gaynor, of New York, that ours is a government of laws, 
and looking about we find our legislatures consist chiefly of 
lawyers; and so we might go on indefinitely. How then, we 
ask, could it be injustice that is animating this spirit of unrest of 
our people? 

Might it be due to over-production of law and lawyers? We 
are told that last year forty-four thousand new laws were added 
to the statutes by Congress and the state legislatures. 

Some one, in defining the law, said, “It is the thing that 
stands between the people and the things they want to do.” 
May this possibly be the cause? We are mindful that during the 
past twenty years the United States has excelled the world in 
almost every line of endeavor, absorbing thereby the best genius 
and ability of the country, while politics, the science of govern- 
ment, has become largely a matter of spoils. Might it be that 
the government, the law and law-makers have not kept pace with 
this progress, and that they are now holding the progress of this 
great nation until they catch up? 

President Taft, in his Lincoln Day address at New York this 
year, is reported to have said, “If the enforcement of law is not 
consistent with present methods of carrying on business, then it 
does not speak well for the present methods of conducting busi- 
ness, and they must be changed to conform to the law.” 

Without even suggesting that, in some cases at least, the law 
might be made to conform to modern and universally accepted 
methods of sound business procedure, does this not seem a most 
extraordinary assumption of the infallibility of law and law- 
makers as related to the great commercial, industrial and financial 
institutions of the United States? 
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A Senator recently said that the government could save three 
hundred million dollars a year if it were conducted on a business 
basis. In this case it was pointed out that government manage- 
ment is regulated by statute and that it is therefore the duty of 
Congress to apply the proper remedy. 

May not numerous cases be cited where law prevents the ap- 
plication of modern methods of accounting and business pro- 
cedure. The principles that in any enterprise all services and 
products are valuable and must be considered before correct re- 
sults of operation may be ascertained, if applied to the post-office 
department, would eliminate the much discussed deficit of $17,- 
000,000, as reports show that this department handles the busi- 
ness of all other departments of the government without charge, 
which practice results in an estimated loss of $20,000,000, which 
should be credited to the revenues of the post-office department 
and charged as expenses to the departments to which the service 
is rendered. Practices such as this pervade all branches of the 
public business, and result in untrue and misleading statements of 
conditions. 

When a deficit occurs in the operation of an enterprise, its 
repetition may be prevented by raising rates or reducing costs 
and increasing efficiency. To reduce costs and increase efficiency 
requires an intimate knowledge of details of administration, of 
which details the average public office-holder is ignorant. He 
usually acquaints himself in the minutest detail with the limits of 
law on taxation, beyond which he cannot go, thereby fixing his 
rate—the multiplier. He then proceeds, principally on the basis 
of the owners’ statements, to ascertain the valuation of property 
subject to taxation—the multiplicand. Now, by a simple process 
of multiplication, then division, he finds his costs of administra- 
tion. 

Moreover, is it not shown that many lawyers and officials have 
no real respect for the law, in that extremes, technicalities and 
evasions are continuously sought out and resorted to? A few 
weeks ago the great state of Ohio found itself compelled to meet 
an emergency in paying the expenses of troops called to Colum- 
bus for strike duty. Although it had money in its treasury, its 
executive officers could not use it without going through the 
ridiculous procedure of taking $60,000 from the treasury and 
depositing it in a bank at interest, and simultaneously borrowing 
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the same amount, by arrangement with the bank, at the same 
rate. This was called “financiering” and “a saving of interest 
for the state.” 

Blackstone says, “ The man who takes everything which the 
law allows him to take, is a scoundrel at heart. To limit moral- 
ity to that which is legal is base; for the extreme of the law is 
the extreme of injustice. The administration of law requires 
mercy and above all, it demands the admixture of good common 
sense.” There is something beyond the legal requirements. It 
was stated two thousand years ago in these words, “ A new com- 
mandment I give unto you—that ye love one another.” 

May we not then, when we speak of the “learned judge,” 
“the majesty of the law,” “ the impartial jury,” and over all that 
ours is a government of laws, recall in connection therewith, 
first, the necessity for men of the highest integrity and ability in 
the framing of our laws, and secondly, the honest, intelligent ad- 
ministration of them in the interest of all the people. 

However be it all, the real issue today is a government in the 
interest of the whole people conducted on a fair sound business 
basis. This demand is nation wide and is as irresistible as that 
which swept away slavery. 

It is the result of a general awakening on the part of the peo- 
ple as a nation to the fact that they have in years past failed to 
attend to their own business—the business interests of their gov- 
ernment. This failure has brought about a condition, both as to 
government and corporate enterprise, concerning which the whole 
country is clamoring to be enlightened. 

In his address at St. Paul recently, President Taft is reported 
to have said: “ The time for rhapsodies and glittering generalities 
is past. Speakers should come down to specific events and spe- 
cific remedies.” 

Senator Burton in his address before the Republican State 
Convention, in speaking of the charges made against Congress as 
to tariff and the so-called interests, asked for specifications. 

The people are now asking for specifications—impartial, im- 
personal, critical analysis of all things of vital public concern. 
Light has been turned on certain shady transactions, which has 
quickened their sense of justice. They want more light. The 
men who seek election to public office on promises which are 
speedily forgotten, under the urge of self and party interests, 
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have outlived their usefulness to the people. Awkwardly, some- 
times unjustly, but surely, they are going to regain for the many 
what they believe a concentration of privilege for the few. 

Their desire is that facts and conditions be dealt with—not 
the interests of politicians and political parties; that simplifica- 
tion and enlightenment be the process—not complication and 
technicality. 

The Certified Public Accountant has here before him a real 
field where he may serve the greatest need of our day—the inter- 
ests and welfare of a great, honest and prosperous people. 

Every professional man acts in a quasi-public capacity. He is 
a servant of the people and must therefore place his professional 
honor and loyalty to his sense of right and truth before any other 
consideration. Nowhere, I think, does this feeling find better ex- 
pression than in the opening lines of the celebrated Third Ode of 
the Book of Horace. 

“The man who is just and tenacious of his purpose, neither 
the fury of citizens commanding what is wrong, nor the look of 
the threatening tyrant, shakes from his fixed purpose; nor Aus- 
ter, the ruler of the restless Adriatic, nor the great hand of 
thundering Jupiter. If the crushed globe should fall, the ruins 
would strike him undaunted.” 

This is the spirit that should animate all professional men in 
the discharge of their honorable duties, and in a pre-eminent de- 
gree must be the inspiration and guide of the Certified Public 
Accountant. 
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EDITORIAL 
President Plender’s Address 


The kinship existing between accountancy in Great Britain 
and in the United States has seldom been better illustrated than 
in the address of President William Plender, September 29, at 
the tenth Provincial Autumnal Meeting of the Institute of Char- 
tered Accountants. The address was published in the London 
Accountant of October 8. With very few changes it could have 
been appropriately delivered before a body of American account- 
ants, for the topics touched upon are as live and interesting here 
as they are in England. 

Mr. Plender began by noting that the membership of the 
Institute is at present 4,131, an increase of 80 per cent in four- 
teen years, and that the present number of practicing and non- 
practicing accountants belonging to various institutes and so- 
cieties throughout the United Kingdom, the Colonies and America 
is between 13,000 and 14,000. He notes the great increase of 
capital in the United Kingdom and the consequent increase in 
the demand for the services of chartered accountants in the 
examination of the accounts of new companies operating in Eng- 
land and abroad. With reference to the United States, he made 
the following interesting observations : 
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It may not be inopportune if I refer briefly to the great 
growth of our profession in the United States of America and 
Canada during recent years. In my occasional visits to that 
continent I see year by year a constant increase in the number of 
practicing accountants, and a widening demand for their services 
with banking and commercial firms and companies. There are 
many Chartered Accountants there belonging to our Institute and 
to the Scottish Societies, and there has been a steady growth of 
societies throughout America, legalized by State laws, whose 
members are described as Certified Public Accountants. The 
literature which emanates from the members of these societies 
shows wide professional knowledge and high attainments. Fed- 
eration in accountancy will some day be consummated in America 
and take the place of the many separate societies which now 
exist, and for the welfare of the profession such a step should 
be welcomed. 

The introduction of cost systems, framed by accountants, into 
engineering, manufacturing, and other commercial enterprises, 
seems more general in America than with us, and the knowledge 
flowing from their adoption has led, in many instances, to altera- 
tions and improvements being introduced into the means of pro- 
duction and distribution which have been of material benefit to 
the trader, who previously was without reliable information as 
to the true relation of cost to selling prices. 


It is doubtful if accountants in the United States will share 
Mr. Plender’s optimism in the belief that federation in account- 
ancy may be consummated in America. It is possible that 
Congress may some day be persuaded to provide for the incorpo- 
ration of a national organization of accountants, whose members 
must have satisfied certain high requirements as to experience 
and training, and whose certificates may be required upon the 
audits of companies engaged in interstate trade ; but it now seems 
quite probable that the profession of accountancy will be com- 
pelled, like the professions of law and medicine, to develop en- 
tirely under the guardianship of state enactments. In Canada, 
however, where political, financial and commercial tendencies 
point toward centralization more decidedly than in the United 
States, it is not unreasonable to hope that the day is not far 
distant when the Dominion Parliament will take steps to create a 
federal society of accountants. 

The effort in England to consolidate the accounting profes- 
sion, according to President Plender, is making progress. As 
our readers know, a professional accountants’ bill was intro- 
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duced in the House of Lords in 1909, but the second reading 
resulted in a tie, opposition having developed among the Scottish 
and Irish Chartered Accountants, who feared that it would 
jeopardize their status as practitioners in England. The opposi- 
tion of these societies has now been withdrawn and Mr. Plender 
believes that the bill will henceforward have their support. 

There has been in the United States some discussion of late 
with regard to the employment of certified public accountants by 
the Government in the investigations which it has undertaken in 
the affairs of corporations suspected of having violated the law. 
It is generally understood here that the chartered accountant in 
England has, from the American point of view, won a very 
strong position in the public’s estimation. The following para- 
graph from President Plender’s address indicates, however, 
that the accountants have not won all the recognition that they 
desire : 


The Government is not unconscious of our usefulness in 
many directions, but whilst some of us are invited to serve on 
Departmental Committees, which are from time to time ap- 
pointed, there are occasions when we have not been called upon 
where our knowledge and experience might, I may, with all 
respect, venture to say, have been of advantage, such as the 
Departmental Committee which made inquiries with reference 
to the form and scope of accounts and statistical returns rendered 
by railway companies under the Railway Regulation Acts. 
Legislation has a tendency to become too parental—to lessen the 
scope for individuality, and change the fundamental laws of 
competition which in the past have been healthy incentives for 
enterprise and inventiveness; and whilst the broadening of the 
conception of State acquisition may not in itself be to the public 
detriment, yet changes in that direction require to be carefully 
inquired into by those whose training and experience qualify 
them for the purpose, and the probable financial and economic 
effects of legislation considered and appreciated before a change 
is made which is irrevocable. 


President Plender gave considerable time to a discussion of 
the duties and responsibilities of the auditor under the Companies 
Act of 1908, and expressed positive opinions with regard to the 
limitation of an auditor’s duties. For example, he believes that 
the auditor is not “ concerned in the volume of business a com- 
pany does, whether it is over-trading, whether its working capital 
is insufficient, whether it is carrying on operations on too ex- 
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tensive a scale in countries where credit is bad and economic 
conditions are unfavorable.” Nor should an auditor act or ap- 
pear to act as a valuer. However, if assets appear to him to 
have been overvalued, he should say so. In the United States 
it is generally recognized that the duties of an auditor depend 
very much upon circumstances. An auditor may certify merely 
to the correctness of the account keeping, if that is all the 
directors of a company desire. Frequently, however, audits are 
made on behalf, not of directors, but of banks or intending in- 
vestors or dissatisfied stockholders, and in such cases it will not 
be generally admitted in this country that an accountant has done 
his full duty if he has discovered merely that the accounts and 
financial statements are technically correct. The accountant’s 
work under such circumstances combines that of the investigator 
and of the auditor. The subject is interesting, and for that 
reason THE JOURNAL reprints part of Mr. Plender’s remarks 
with reference to the auditor on another page, hoping that some 
of its readers will find therein material for suggestive comment. 


The Balance of Trade 


Financial writers for the press appear to be considerably 
puzzled by the fact that for the first time in many years the im- 
ports of merchandise in the United States are on as large a scale 
as the exports. Ten years ago the so-called favorable balance 
of trade amounted to between $500,000,000 and $600,000,000. 
This balance was explained by those who took a superficial view 
of the subject by the assumption that the industries of the United 
States had finally reached a stage of development which made 
possible a commercial invasion of Europe. There was in con- 
sequence exultation in this country over our great industrial 
triumphs and considerable dismay in Europe, the foreign pro- 
ducer being in alarm lest he be deprived of his home market. 
By the men who have held to these views, and there are great 
numbers of them in banking and business circles, the present 
reverse in the international movement of commodities comes as 
a great shock and is regarded as of sinister portent. It seems to 
indicate relative weakness in our industrial position and an ex- 
travagant fondness of Americans for foreign goods, and the fear 
is expressed that this country’s bank reserves are destined to 
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suffer from the exportation of gold made necessary by our large 
importations of foreign merchandise. 

The fallacy of the old mercantilistic doctrine that a nation’s 
wealth and prosperity depend upon a favorable balance of trade, 
is exceedingly hard to uproot from the practical mind. In his 
“Wealth of Nations,” which was published in 1776, Adam 
Smith very clearly showed that the doctrine rested upon a com- 
plete misapprehension of the nature and advantages of foreign 
trade, and every economist since that time has endorsed his logic 
and fortified it with fresh illustrations from the experience of 
nations during the last century. Ten years ago the exports of 
the United States exceeded the imports by five hundred million 
dollars because of the large invisible balance of indebtedness 
created by remittances to Americans traveling or living in 
Europe, by the payment of freights to foreign ocean carriers, and 
possibly by the return of American securities to this country. In 
occasional years the balance is temporarily increased by market 
conditions, the prices of some important commodities at times 
being relatively lower in the United States. The present shift- 
ing of the balance is doubtless due to two causes: First, the 
relative high prices of commodities in this country; second, the 
unusually large investments of foreign capital in this country. 
The first of these causes cannot continue long in force, for the 
influx of foreign goods will naturally tend to lower the price 
level. It is one of the temporary influences affecting foreign 
trade. The second cause will probably also not be long at work, 
for it cannot be expected that American securities will continue 
at their present low level. It is well known in England that 
many investors desiring to evade the high income tax have during 
the last year got rid of their holdings of British securities and 
made heavy purchases in American and Colonial stocks and 
bonds. These investments have provided our market with an 
abundance of foreign exchange, so that despite our so-called un- 
favorable balance in merchandise, gold imports this fall are not 
improbable. Some people may consider it a bad sign that this 
country should again be importing foreign capital in quantities 
so large as to affect its so-called balance of trade. As a matter 
of fact, it is a good sign, for it furnishes evidence that the 
foreigners still have faith in our industries and are willing to 
lend us money for their development. 
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Annual Meeting of the American Association 


With an attendance of over three hundred and fifty members, the 
American Association of Public Accountants held one of the most success- 
ful meetings in its history at the Hotel Astor, New York City, October 17, 
18, 19 and 20. The program included, in addition to the usual business 
sessions, a number of very enjoyable social events in which the members 
were the guests of the New York State Society of Certified Public 
Accountants. 

At the business sessions papers were read by Dr. Elmer Ellsworth 
Brown, United States Commissioner of Education, on “ Some Relations 
of Public Accounting to Education”; by Mr. W. H. Roberts, C. P. A. 
(Illinois), on “The Proper Form of Balance Sheet”; and by Mr. 
Richard M. Chapman, C. P. A. (New York), on “ Municipal Accounting.” 
Interesting discussions followed the reading of these papers.* 

The meeting closed on Thursday evening, October 20, with the annual 
banquet. The wives and daughters of many of the members were present 
and each received as a souvenir of the occasion a Waterman fountain 
pen with an aluminum portable bottle of ink. Henry R. M. Cook, 
president of the New York State Society, was toastmaster. The speakers 
were John Greene, New York Commissioner of Education and Financial 
Editor of Bradstreets, George A. Post, president of the Railway Business 
Men’s Association, James W. Fernley, president of the Pennsylvania Insti- 
tute of Certified Public Accountants, Joseph E. Sterrett, retiring president 
of the American Association, and Edward L. Suffern, the new president. 

Mr. Greene discussed the relation of accountancy to the business com- 
munity and governmental affairs. He said of the accountant: 

“He is not a mere clerk, but a critic of figures, who applies the acid 
test. He officiates at the birth of all new ventures. At his word men do 
or do not embark upon great enterprises. For combinations he appor- 
tions the profits and burdens of the business.” 

Mr. Post discussed “ Figures of Speech.” Others who spoke were Sam- 
uel D. Patterson, secretary of the New York State Society of Certified 
Public Accountants, and Dr. Augustus S. Downing. 





Officers and Trustees of the American Association 


At the annual meeting in New York City, October 19, 1910, the follow- 
ing officers and trustees were elected for the year 1910-IQII: 


OFFICERS 
President oe ele eSCte~S™”té«< e~*é‘“<é@éE Wat LL. Su FERN, N. Y. 
Secretary o 6 « «© «© «© « oo be Cotpu Resmage, . J. 
Treasurer o + «© «© 6« « « « A, Rae Cole, 


Vice-Presidents: 
California State Society of Certified Public Accountants, 
George R. Webster, San Francisco. 
Colorado Society of Certified Public Accountants, 
Kingwill, Denver. 
Connecticut Society of Certified Public Accountants, 
Frederick W. Childs, Greenwich. 
Georgia State Association of Public Accountants, 
Se A. J. Haltiwanger, Atlanta. 
* Mr. Chapman’s and Mr. Roberts’ papers are published in this issue of the JouRNAL. 


Others will be published next month, including Mr. Harvey S. Chase’s discussion of ‘‘ The 
Proper Form of Balance Sheet.”’ 
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Illinois Society of Certified Public Accountants, 
Ernest Reckitt, Chicago. 
Kentucky Association of Public Accountants, 
Parker, Louisville. 

Maryland Association of Certified Public Accountants, 
Ferdinand L. Brauns, Baltimore. 
Massachusetts, Incorporated Public Accountants of 
Charles H. Tuttle, Boston. 

Michigan Association of Certified Public Accountants, 
Norval A. Hawkins, Detroit. 

Minnesota Society of Public Accountants, 

H. M. Temple, St. Paul. ¥ 
Missouri Society of Certified Public Accountants, 
Francis A. Wright, Kansas City. 

Montana State Society of Public Accountants, 

Donald Arthur, Butte. 
New Jersey, Society of Certified Public Accountants, 
of the State of, John E. Cooper, Cranford. 
New York State Society of Certified Public Accountants, 
Henry R. M. Cook, New York City. 

Ohio Society of Certified Public Accountants, 
E. S. Thomas, Cincinnati. 

Oregon State Society of Public Accountants, 

W. R. Mackenzie, Portland. 
Pennsylvania Institute of Certified Public Accountants, 
James W. Fernley, Philadelphia. 

Rhode Island Society of Certified Public Accountants, 
George R. Lawton, Fall River. 

Tennessee Society of Public Accountants, 
Homer K. Jones, Memphis. 

Virginia Society of Public Accountants, Inc., 
Henry B. Boudar, Richmond. 

Washington Society of Certified Public Accountants, 
Geo. Shedden, Tacoma. 

Wisconsin Association of Public Accountants, 
Henry Schneider, Milwaukee. 





TRUSTEES 
Charles O. Hall, ce « « «¢ 
Robert H. Montgomery,. . ... Pennssvania.} Fo One Year. 
E. W. Sells, roa = —hl 
John A. Cooper, . « « « « Siipede. 
W. Sanders Davies, . «.  «.  . New Jersey. For Two Years. 
W. F. Weiss, -'*eibt e « See 
J. E. Sterrett, . . . . +. +.  #£=~Pennsylvania. 
Doane = .« « . « el a jor Three Years. 
John B. Geijsbeek, . . . . . Colorado. 
AUDITORS 
LesTeR HEeErricr, California 
NorMAN MacLaren, : 
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President Plender on the Duties of an Auditor 


The following paragraphs from President Plender’s address, Septem- 
ber 29, before the Autumnal Meeting of the Institute of Chartered Ac- 
countants, are reprinted from the London Accountant: 


“What is an Auditor’s duty under the Companies Acts? After having 
examined the books and found the entries adequately vouched, and the 
Balance Sheet, as submitted by the Board, in accordance with the books 
and the articles of association, he verifies in the Balance Sheet items 
capable of verification, such, for example, as Land and other property for 
which he sees the conveyance to the company, Bills Receivable, Cash Bal- 
ances, and the company’s own investments. There are other assets, such 
as Advances, Book Debts and Stock, which, from their nature, are in- 
capable of precise verification, and cannot be valued as can an investment 
possessing a Stock Exchange quotation. How can an auditor, for ex- 
ample, judge of the absolute value of an advance? Take the case of a 
bank with branches in the country where the security for a loan of £50,000 
is a charge on an. industrial or mining property, or without any specific 
security at all. The directors and general manager believe it to be good; 
they have knowledge outside the horizon of the auditor; they know the 
partners or the directors; they are familiar with the operations of the 
undertaking and have confidence in it. Would an auditor, in the absence 
of suspicious circumstances, be acting properly in saying, ‘I cannot pass 
that item as a good asset because I doubt its realizability or the sufficiency 
of the security? The advance has been outstanding some time and should 
be repaid, or failing its repayment the asset should be realized.’ An 
auditor taking up such a position, in antagonism to the carefully consid- 
ered views of the board, would be accepting a great responsibility, and, 
in my judgment, would stray beyond his province. The directors take the 
responsibility of valuing the advance, and unless there are facts within or 
brought to the knowledge of the auditor, in the performance of his duties, 
which cause him to think their conclusions are obviously wrong, I think 
he must, with rare limitations, be content with the judgment of the di- 
rectors. They are the agents for the company: they are charged with the 
control and stewardship—not the auditor; and if an auditor confuses his 
duty with that of the directors and manager he might well, if an error of 
judgment were committed by him, be the means unintentionally of bring- 
ing grave and perhaps unmerited trouble to the company whose welfare 
he should protect. Absence of interest being earned or paid is not con- 
clusive evidence of a loan being doubtful or bad. It is conceivable, in 
certain cases, that when interest is being paid regularly the security may 
be of doubtful value, and the tests which are ordinarily applicable may be 
altogether futile. An auditor can only exercise his judgment, and that 
judgment must be largely influenced by the recognized ability, character, 
and attention to their duties of the people who are responsible for the 
conduct of a company’s affairs. 

“The maintenance of assets in the Balance Sheet at cost is subject to 
the qualification that, where permanent depreciation is established, the cost 
should be reduced accordingly; but causes which are believed to be tem- 
porary are not in themselves a sufficient reason for the writing down of 
assets which a company holds for the purposes of its business as a going 
concern, and is not bound to realize, or which it has been forced to ac- 
quire by the nature and character of its business as defined by the memo- 
andum of association. It is one thing to refrain from doing what is 
legally unnecessary, and it is another thing to do what may be legal but 
is unwise or imprudent, and the burden of decision and responsibility in 
such circumstances lies with the board, and is outside the purview of the 
auditor. 
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“An auditor should not act, or appear to act, as a valuer; but, if he 
has formed an opinion, based upon facts which have come to his knowl- 
edge, that assets are overvalued, he should say so. If, however, his in- 
quiries satisfy him that there is no ground for suspicion as to the value 
of the figures held up in the Balance Sheet, he is not responsible should 
it be found that the values were overstated. It is obvious that where the 
security for an advance or loan consists of property valued substantially 
in excess of the loan, the auditor would not be justified in questioning 
the value in the absence of suspicious circumstances. It is only reasonable 
to suppose, in such cases, that the difference between the advance and the 
amount of the valuation will cover fluctuations which are not due to per- 
manent causes. Transient causes may be due to rises in the rates of 
money, to a temporary reduction in demand; and to panics, which have a 
grave effect for the time being on values, and may render the security for 
an advance temporarily unsalable except at a large sacrifice. Experience 
teaches that these causes, transient as they often are, eventually cease to 
operate, and the quicker the movement has been to depress values, the 
more rapid is the recovery. Capital becomes cheaper, enterprise takes 
courage, and demand overtakes supply, and the security held regains, or 
even may surpass, original values. Exceptions to this rule are where a 
want ceases to exist, a fashion disappears, expenditure has been incurred 
which from the beginning was useless and unnecessary, or it may be that 
the original expenditure was so heavy or inappropriate as to render a 
profitable return on, or favorable realization of, the property impossible. 
For example: in drapery or other kindred businesses, where change of 
fashion and taste play an important part, and where season stocks, too 
long held, have depreciated, such depreciation must be provided for be- 
fore attaching a value to the stock for Balance Sheet purposes. It is 
one of the most difficult problems for an Auditor to decide whether 
depreciation is due to causes which in all probability are likely to re- 
cover, or whether the depreciation is permanent. 

“Tt might be said that an auditor should insist on revaluations by 
outside experts. This would be a grave step for an auditor to take; it 
would be a serious intervention in management, and quite unwarrantable 
unless he had strong grounds to doubt the competency and the honesty 
of the experienced officials of the company, or unless he believed the 
directors to be careless or incompetent. If entries were made in the books 
which gave the auditor cause to doubt their propriety, and they were not 
properly explained or altered, it might be his duty to express his doubts 
to the shareholders. But before taking such a step, which might have 
the effect of seriously alarming the shareholders and destroying the com- 
pany’s credit, he must be certain that his doubts are justified. An auditor 
must very carefully consider the result of any observations or criticisms 
he may make in his report to the shareholders, and be quite sure that the 
basis of his criticism is unassailable, otherwise disaster may result from 
his insufficiently founded and expressed suspicions. 

“ Auditors are in no way concerned with the policy of a company. 
That is the directors’ responsibility solely. Nor is the auditor concerned 
in the volume of business a company does, whether it is over-trading, 
whether its working capital is insufficient, whether it is carrying on oper- 
ations on too extensive a scale in countries where credit is bad and 
economic conditions are unfavourable. His duty, as enacted in the Com- 
panies (Consolidation) Act, 1908, is to report to the shareholders on the 
accounts examined by him and on the Balance Sheet laid before the 
company in general meeting, and any words supplementary to those em- 
ployed in Section 113 of that Act should not be used, unless there be 
facts or circumstances to which the shareholders’ attention should be 
called bearing upon the position of the company, and which in the audi- 
= judgment are not, but should be, revealed on the face of the Balance 

eet. 
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C. P. A. Law of State of Virginia 


Following the precedent of other states, Virginia recently enacted a 
law establishing a State Board of Accountancy for the granting of cer- 
tificates to public accountants. The law, which is essentially similar to 
those of other states, is in its full form as follows: 


Chapter 158.—An Act to Establish a State Board of Accountancy and 
prescribe its duties and powers; to provide for the granting of cer- 
tificates to accountants who qualify under the provisions of this Act, 
and to provide a penalty for violation of the Act. 


Approved March 14, 1910. 


1. Be it enacted by the General Assembly of Virginia, That there is 
hereby established a State Board of Accountancy, to consist of five mem- 
bers, to be appointed by the Governor; one member shall be a practicing 
attorney in good standing in any of the courts of this State, and he shall 
hold office for the term of three years and until his successor is appointed 
and qualified; one member shall be an educator, and he shall hold office 
for the term of three years and until his successor is appointed and 
qualified; the other three members shall be practicing public accountants 
who have been actively engaged in such practice on their own account 
for at least three years next preceding such appointment; and they shall 
hold office, one for the term of three years, one for the term of two 
years, and one for the term of one year, as designated by the Governor 
in his appointment; and upon the expiration of each of the said terms a 
member shall be appointed for the term of three years, but after January 
first, nineteen hundred and eleven, all accountants appointed to serve on 
this board must be holders of C. P. A. certificates under the provisions of 
this Act. Any vacancies that may occur from any cause shall be filled 
by appointment to be made by the Governor for the unexpired term. 

2. Any citizen of the United States (or person who has duly declared 
his intention of becoming such citizen), being over the age of twenty-one 
years and of good moral character, residing or having an office in the 
State of Virginia, who shall, as hereinafter provided, receive from the 
Virginia State Board of Accountancy a certificate of his qualifications to 
practice as an expert public accountant, shall be known and styled as a 
Certified Public Accountant; but no other person, nor any corporation, 
nor any partnership, all the members of which have not received such 
certificate, shall assume such title, or the title of “ Certified Accountant,” 
or “Chartered Accountant,” or the abbreviations “C. P. A.,” or “C. A.,” 
or any other words, letters or abbreviations tending to indicate that the 
person, firm or corporation so using the same is a certified public ac- 
countant. 

3. Examinations of persons applying for certificates under this act 
shall be held in Richmond at least once in every year, or oftener, in 
the discretion of the Board. The subjects in which applicants shall be 
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examined are (1) theory of accounts; (2) practical accounting; (3) 
auditing, and (4) commercial law, as affecting accountancy. 

No person shall be permitted to take such examination unless he shall 
have been practicing on his own account as a public accountant for at 
least one year; or shall have been employed in the office of a public ac- 
countant, as an assistant, for at least two years; or shall have been em- 
ployed as a bookkeeper for at least three years. 

Applicants not presenting proper credentials showing that they have 
received a general education equivalent to a public high school course of 
recognized standing, may be required, in the discretidn of the Board, to 
pass a preliminary examination in the subjects embraced in such high 
school curriculum. 

All examinations herein provided for shall be conducted by the State 
Board of Accountancy, or by a majority thereof. The time and place 
of holding examinations shall be duly advertised for not less than three 
consecutive days in at least one daily newspaper published in Richmond, 
one published in Norfolk and one published in Lynchburg, not less than 
thirty days prior to the date of each examination. 

The Board may make all needful rules and regulations regarding the 
conduct and scope of the examination, the method and time of filing ap- 
plications for examination and all other rules and regulations necessary 
to carry into effect the purpose of this Act. 

4. The Board may, in its discretion, waive the examination of any 
person possessing the qualifications stated in section two of this Act who 
(1) is the holder of a C. P. A. certificate issued under the laws of an- 
other State, which extends similar privileges to certified public accountants 
of this State, provided the requirements for said degree in the said State 
are, in the opinion of the Board, equivalent to the requirements in this 
State; (2) is the holder of a degree of Certified Public Accountant, or 
Chartered Accountant, or the equivalent thereof, issued under the laws 
of any foreign government, provided the requirements for said degree 
are, in the opinion of the Board, equivalent to the requirements of this 
State; (3) has, for at least one year next preceding the date of his ap- 
plication, been practicing in this State on his own account as a public 
accountant and who shall apply in writing to the Board for such certificate 
within six months after this Act becomes operative. 

5. The Board may revoke any certificates issued under this Act if the 
holder thereof (1) shall be convicted of felony, or (2) shall be declared 
by any court of competent jurisdiction to have committed any fraud, or 
(3) shall be declared by any competent court or commission to be insane 
or otherwise incompetent, or (4) shall be held by this Board to be guilty 
of any act or default discreditable to the profession, provided that written 
notice of the cause of such contemplated action and the date of the hear- 
ing thereon by this Board shall have been mailed to the holder of such 
certificate at his last known address at least twenty days prior to such 
hearing. At all such hearings the attorney general of this State, or one 
of his assistants designated by him, may sit with the Board with all the 
powers of a member thereof. 
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6. The Board shall charge each applicant a fee of twenty-five dollars 
($25.00) for the examination and certificates provided for in this Act, 
which fee shall be payable at the time of application. 

In case of the failure on the part of any applicant to attend the 
examination at the date specified by said Board, or to pass a satisfactory 
examination, said applicant may appear at the next examination of said 
Board for re-examination upon the payment of the further sum of ten 
dollars ($10.00). 

From the fees collected under this Act the Board shall pay all ex- 
penses incident to the examination, the expenses of issuing certificates, 
the traveling expenses of members of the Board and their compensation 
while performing their duties under this Act; provided, that no expense 
incurred under this Act shall be a charge against the funds of this State. 
Any surplus of receipts over expenses shall, at the end of each year, be 
deposited by the Treasurer of the Board with the State Treasurer to the 
credit of the State’s general fund. 

The members of this Board shall be paid an amount not exceeding 
ten dollars ($10.00) per day to each member for the time actually spent 
and also all necessary traveling expenses incurred in the performance of 
his duties under this Act. 

The Board shall report annually to the Governor the number of cer- 
tificates issued and the amounts of receipts and expenses under this Act. 

7. If any person, or corporation, represent himself, or itself, to the 
public as having received the certificate provided for in this Act, or if 
he shall advertise himself as a Certified Public Accountant, or Certified 
Accountant or Chartered Accountant, or use the initials “C. P. A.,” or 
“C. A.” or otherwise falsely hold himself out as having qualified under 
this Act, without having actually received a certificate from the State 
Board of Accountancy, or if, having received such certificate, he shall 
continue to practice as a Certified Public Accountant after said certificate 
has been revoked, or if any person shall otherwise violate any of the 
provisions of this Act, he shall be deemed guilty of a misdemeanor, and 
upon conviction thereof, shall be fined not less than one hundred dollars 
($100.00), nor more than five hundred dollars ($500.00), or imprisoned 
for not less than one month nor more than six months, or both, in the 
discretion of the court. 

8. Nothing herein contained shall be construed so as to prevent any 
person from being employed as a public accountant within this State. 

9. All Acts or parts of Acts in conflict with the provisions of this 
Act are hereby repealed. 





Announcement 


Messrs. Allen and Weyburn, Tremont Building, Boston, announce that 
Mr. Hector M. Holmes has become a member of the firm and that the 
firm name will hereafter be Allen, Weyburn & Holmes. 
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Regents’ Rules in New York 


At the October meeting of the New York State Society of Certified 
Public Accountants the Committee on Regents’ Rules submitted the fol- 
lowing report, which was received and endorsed by the Society: 

October 10, 1910. 
To tHe New York State Society or Pusiic AccoUNTANTS: 

Your Committee on Regents’ Rules has been giving careful attention 
to the matter of the varying requirements incidental to the C. P. A. Title 
in the several States, with the object of procuring information indicative 
of the many standards of efficiency prevailing, to the end that a degree of 
uniformity be attempted and established, with reciprocity in view as the 
ultimate aim. 

In undertaking this work the Committee feels that it is entering upon 
a broad field and that there is a two-fold object to attain: 

First—The proposition of raising the standards in some States to the 
place of this State is of itself beneficial to the general welfare of the 
profession, and 

Second.—That the possibilities of complete unification will be much 
greater if, as a commencement, even three or four States can agree upon 
similar standards of efficiency. 

The Committee submits as an argument that all persons practicing 
in this State should be absolutely under the control and regulations of 
the appropriate authorities, otherwise the profession presents a wavering 
line or front to the business community, and there may exist conditions 
of qualifications, or even disqualifications, all of which are before the 
public combined in the Title of C. P. A. It is obviously impossible to 
reduce the standards of efficiency to a uniform basis; therefore, there is 
but one progressive and sound course to pursue, namely, to endeavor in 
all legitimate ways to increase the standards in those States which are 
now deficient in that respect. 

The problem of reciprocity has remained in a nebulous condition for 
some years, notwithstanding the efforts of many to bring about the desired 
result. The Committee, therefore, has undertaken the commencement of 
a systematic inquiry into facts and conditions, and the preliminary result 
will probably be presented in tabular form at the December meeting. 
It is believed and hoped that the careful showing of conditions prevailing 
in the various States to the Board of Regents of the University of the 
State of New York, accompanied by forceful arguments, may at least, in 
the instance of some States, bring their Titles or Degrees into alignment 
and thus secure official recognition in this State. 

It may be suggested that a successful accomplishment of this line of 
work in connection with two or three States would tend to, or result in, 
promoting increased standards of efficiency in all other States, as the 
contrast would be of so marked a character as to indicate the necessity 
(on the score of self-preservation if for no other reason) of adopting 
the standards of those States which have succeeded in securing reciprocity 
and all the benefit which thereby accrues. 

The foregoing report is submitted as a statement of progress so that 
the Society may know that the Committee is engaged upon an important 
line of work which has involved, and will continue to involve, much time 
in the preparation and consummation thereof. It is the intention of the 
Committee to report from time to time such further facts of interest as 
may be gleaned, in the hope that their work will merit your approbation. 

Cuartes F. McWuorter, Chairman. 
Harotp B. Hart. 

Harry F. SEarte. 

Epwarp A. ASHDOWN. 

Duncan MacInnes. 
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Book Department 


Epitep By Lee Gattoway, Pu.D. 


BUSINESS ORGANIZATION, by Lawrence R. Dicxsez, M. Com., 
F. C. A. Published by Longmans, Green & Co., London and New 
York, 1910. Crown 8vo, price § shillings. 


The subject of business organization is gradually making a distinct 
place for itself in the economic literature of the day. Whereas in the 
past the attention of scholars and business men was fastened upon the 
national and international aspects of industrial organization, to-day the 
student and the man of affairs is being compelled to recognize the im- 
portance of that business organization which is confined to the plant and 
the commercial operations involved in efficient buying and selling from 
the point of view of individual profits. 

It is with a great deal of satisfaction that those who are especially 
interested in Business Organization welcome this new book upon the sub- 
ject by such a practical writer and thorough student of business systems 
and principles as Professor Dicksee. Although the author claims that the 
book is “ extremely superficial,” we are inclined to interpret this as mean- 
ing “ general” and not in the sense that it does not touch upon the essen- 
tials of organization. It is this broad way of presenting the subject that 
makes the book of value to the American reader. The same principles of 
organization apply to England and America alike. The facts given in 
illustration of these principles are English, but they are nevertheless 
welcome to the American reader since they provide a source of new 
information; and they need to lose none of their force since English 
practice can seldom become so different from ours as not to be easily 
understood. 

As an example of the information to be obtained we refer to the 
chapter on the nature and constitution of business houses. English expe- 
rience with corporations is inducing them to* distinguish between those 
companies which desire to gain the financial advantages of the limited 
liability form of organization, yet wish to avoid the responsibilities which 
go with direct personal participation in the enterprise. In showing how 
this problem is being met, Professor Dicksee says: 

“ Now, passing on to the question of limited companies, these may be 
divided into two classes—private companies and public companies. Pri- 
vate companies were first recognized by the Legislature in the Companies 
Act of 1907, which came into force on the 1st of July, 1908, but for a 
great number of years past they have been recognized among business 
men, although their legal position did not differ—or did not differ mate- 
rially—from that of public companies. The chief differences between a 
private and a public company now are, first, that a private company may 
be registered by two applicants instead of seven. As the applicants for 
the registration of a company (or the signatories to its Memorandum of 
Association, as they are called) are almost invariably nominees, there is 
perhaps not so much in the reduction of the uumber from seven to two. 
The intention doubtless was to discourage the employment of nominees, 
in the hope that bona fide members of the company would sign its Memo- 
randum of Association; but whether that is likely to be achieved is, 
perhaps, a more open question. The second distinctive feature is that 
the private company must not make any application to the public for 
subscriptions for its capital. It must find its capital without making any 
invitation to the public to subscribe, and in particular must not issue a 
prospectus—which is, of course, the most obvious form of invitation. 
Thirdly, a private company must, by its regulations, limit its membership 
to fifty, but persons in the employ of the company need not be reckoned 
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in counting the number of members for this purpose. How that would 
work out if a considerable proportion of the company’s employees were 
to leave it, and thus become no longer employees, remains to be seen. 
It is not impossible that there might be considerable difficulties in store 
for that company in practice, which might require the wording of the 
Act to be amended. And lastly, private companies are distinguished from 
public companies by not being required to file with the Registrar of Joint 
Stock Companies any statement in the form of a Balance Sheet. Since 
the Companies Act of 1907 came into force, public companies have been 
required to file such a statement at least once a year, which must have 
been duly audited by the company’s auditors; but as the statement need 
not even be a copy of the balance sheet submitted to the shareholders, 
but may be in the most condensed form possible, provided only that it 
states the principles upon which the Fixed Assets of the company—that 
is to say, its general equipment—have been valued, this statement is not 
really any very effective disclosure of the financial position that is likely 
to prove of much practical assistance to creditors, or for that matter of 
much inconvenience even to private companies. But still, for what it is 
worth, private companies have thus been legally distinguished from public 
companies, and where there is no intention of asking outsiders to con- 
tribute capital, it is very likely that a considerable number of private 
companies will be registered from time to time for the sake of carrying 
on existing businesses which are either getting too large to be conven- 
iently managed by a partnership, or in cases where senior partners are 
contemplating retiring, or have died, and it is convenient to make some 
more elastic arrangements on the subject of capital and the valuation of 
good-will.” E.G. 


ELEMENTARY LESSONS IN EXPORTING AND EXPORTERS’ 
GAZETTEER, by B. Otney Hoven, Editor of the American Ex- 
porter. Published by The Johnston Export Publishing Company, 
135 William St., New York, 1909. 


As the title indicates, this book is divided into two distinct parts. 
The first part gives a lucid explanation of the practice followed by 
American exporters. There is also valuable criticism of that practice 
pertaining both to the methods and principles of the subject. The Au- 
thor has been exceptionally successful in keeping the description of the 
exporting processes clear. Few men have had the training requisite to 
give a good exposition of a subject involving so many complex conditions 
as our business transactions with foreign countries. 

Mr. Hough has not only had a broad practical experience in dealing 
with the export trade, but he has been trained in the best School possible 
for giving adequate written expression, that, namely, of the newspaper 
office. Many men are kept from reading books pertaining to business 
for two principal reasons. The books are usually written by college men 
of no practical training and with little comprehension of the business 
man’s point of view, or they are written by men who have had a broad 
business experience but no training in logic or the art of writing. Mr. 
Hough has avoided both of these extremes and has written a book that 
is not only understandable but readable. It should prove of great value 
to manufacturers and merchants who are just beginning an export busi- 
ness, or to those students of the subject that would base their ideas on 
something more than those gained by a priora methods. 

The contents of the first part are indicated by the following subjects: 
Under the heading of How to Get Foreign Business comes The Direct 
Relations with Foreign Buyers; Conduct of Foreign Correspondence ; 
Export Commission Houses; Foreign Sales Arrangements; Advertising 
for Foreign Trade. Under the general topic of How to Handle Foreign 
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Business the Author gives a comprehensive treatment of Packing for Ex- 
port Shipment; Invoicing Export Goods—Cable Codes; Formalities In- 
volved in Making Export Shipments—Export Agents; Ocean Freight 
Rates—Marine Insurance—C. I. F. Quotations; Financing Export Ship- 
ments; Extension of Credit to Foreign Customers. 

The contents of the second part contains facsimiles of documents 
connected with export shipments. An Exporter’s Gazetteer, alphabet- 
ically arranged, and conversion tables employed by exporters showing 
interest and discount on sterling, equivalents in foreign and American 
moneys per unit of measure, The Cost of Ocean Freight per cubic foot, 
etc., etc. 

About all this volume lacks in order to make it a good text-book 
in geography is a system of maps. So far as we know, this is the only 
book published in this country devoted to the exporting of manufactured 
goods and applying a scientific method in its treatment. 

We hope that Mr. Hough will give us more of his experience in this 
line. The commercial schools need matter of this kind—concrete ex- 
amples of just how certain transactions are carried on. The business 
world needs it because the coming battle for the world’s market will be 
won by Americans only if they give serious thought and study to the 
subject of exporting. L. G. 


PHYSICAL AND COMMERCIAL GEOGRAPHY, by H. E. Grecory, 
A. G. Ketver, and A. L. BisHop, Professors in Yale University. 
Published by Ginn & Co., New York, 1910. 8vo, cloth, viii + 469 
pages, maps. List price, $3.00. 


Commercial Geography is a rather vague term, and under its name 
many books of varying material and methods of treatment have appeared. 

This book treats the subject in a new and unique way. Behind the 
facts of production and trade the authors have placed a meaning—an 
explanation of the human and physical factors which give vitality to the 
observed geographical phenomena. 

Part I reviews the climatic, topographic, and other factors which go 
to make up the national environment and explains their bearing upon 
the production and exchange of goods. Part Il carries the discussion of 
these natural forces into their effects upon man and his social relations, 
while Part III is devoted to a concrete application of the foregoing prin- 
ciples of geography to the United States. “Thus,” as the prospectus says, 
“are brought together the natural environment, man and man’s work, 
and the study is saved from becoming merely an exercise in memorizing 
facts.” 

Although the book is intended primarily for college classes and teach- 
ers of physical and commercial geography, yet there is much for the 
general reader and the business man. The economic factors which enter 
into the location of a factory plant are pressing the manufacturer to a 
broader consideration of commercial geography than the earlier producer, 
who was not urged on by the present brand of commercial — 





Mr. Henry J. Falk, B.C.S., a graduate of the New York University 
School of Commerce, Accounts and Finance, who has had offices in New 
York at 277 Broadway, has opened an office in Denver, to which he will 
give his personal attention, the New York office being in charge of Mr. 
William B. Johnson, C. P. A. Mr. Falk joins Dean Geijsbeek’s faculty 
in the University of Denver School of Commerce, Accounts and Finance, 
and will teach Practical Accounting and Auditing. Mr. Falk was em- 
ployed for one year in the Business Department of Tue Journat or Ac- 
COUNTANCY. 
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Conducted by Leo GreeNnDLINGER, M.C.S. 


aap and cotenes <8 tine al) tape, many 2 Gente and ot tho some Guede short- 
cone. _J0,ve, comease and Cony AA a EY AE A ment. 
With ofs tions criticism from essional brethren, it can undoubtedly be achieved. 
Inquiries will be cheerfully answered. 


Following are representative questions set by the English INstrTuTE 
or CHARTERED ACCOUNTANTS at the intermediate and final June, 1910, 
examinations, with a solution to one of the problems: 


INTERMEDIATE EXAMINATION 


BOOKKEEPING AND ACCOUNTS 
(Including Partnership Accounts) 
(10.30 A.M. TO 1.30 P.M.) 


1. A., B., and C., commenced a manufacturing business in partnership 
on January 1, 1909. The following is the Trial Balance on December 


31, 1909— 





S «4. & & as 
A. Capital Account... . . 1,000 0 0O 
B. " = 500 0 O 
A. Drawing Account 500 0 O 
B. a “) : ae ae 250 0 O 
C. . Pe NS a hn Janie wed ed 400 0 O 
A. Loan Account at 5% per annum— 
30th June, 1909.......... £1,000 
31st August, 1909........ 1,000 2,000 0 0 
Plant and Machinery .... ya 1,250 0 
Office Furniture...... sate 100 0 O 
DINE UEBLS tts-bosbeness sess pein eke 750 0 O 
Raw Materials Purchased. ... veaaah 5,250 
Wages, productive....... : 2,100 0 O 
Wages, unproductive........... as 550 0 0 
Salaries of Employees...... a hee a ona 600 0 0 
Coal, Gas and Water. . Se dali cwhs , 100 0 O 
Rent, PMI ss os co ce cestode 250 0 Oo 
ete a ere Fone 195 0 O 80 0 0 
General Trade Expenses................ 80 0 Oo 
Bad Debts written off.................. 55 0 Oo 
Returns from Customers................ 140 0 O 
— PaAnea WU ae wath Peceiaed cn dee 90 0 0 
a NE | Sera a eee ere 8,400 0 0 
Bubtese IDS o Kiek tis x's s'a sass 2,020 0 O 1,200 0 O 





£13,930 0 0 £13,930 0 Oo 


Prepare Trading Account, Profit and Loss Account, and Balance Sheet, 
dealing with the Partners’ Accounts on the basis of the Partnership Act, 
1890. Provide for depreciation, £40 on plant and £5 on furniture; for 
discounts, 24 per cent. on Debtors; and for Doubtful Debts, £100. The 
Stock on December 31, 1909, amounted to £2,500, of which £1,550 was 
the value of raw material and £950 the value of manufactured and partly 
manufactured goods. Rent, Rates, and Taxes were paid in advance to 
the amount of £25. 
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2. Give rulings for a cash book to record discounts allowed and re- 
ceived, cash receipts (all paid into Bank), and payments by check only, 
and to provide facilities for balancing separately two sales and one bought 
ledgers. Illustrate by specimen entries. 

3. X., Y., and Z., are in partnership, and on January 1, 1900, their re- 
spective capitals were £4,000, £2,780, and £1,590. Y. is entitled to a salary 
of £250 and Z. to one of £200 per annum, payable before division of 
profits. Interest is allowed on capital at 5 per cent. per annum and is 
not charged on drawings. Of the net divisible profits X. is entitled to 40 
per cent. of the £1,000, Y. to 35 per cent., and Z. to 25 per cent.; over that 
amount profits are shared equally. The profit for the year ended Decem- 
ber 31, 1909, after debiting partners’ salaries, but before charging interest 
on capital, was £2,317, and the partners had drawn £800 each on account 
of salaries, interest and profits. Prepare the closing entries of the Profit 
and Loss Account:and the Partners’ Accounts for the year. 


SOLUTION TO PROBLEM 3. 


Piet amb Batt. 56s cosuinctaasavcccdveearen £418 s.10 d.o 
ce ee errr rt et ere £200 s. 0 d.o 
we 9 et aa aw bale Vo cVavelnn cleet 139 0 0 


Z., 5 MoT TET ee eee ere 79 10 O 
for interest allowed on capital at the rate of 5 per cent. 
per annum, according to partnership agreement, 


dated ........ 
ie es ane atone £1,898 s.10 d.o 
FO cy es ROMER, « es si 5640 5506 chan teed lees £699 s.10 d.0 
, & 5 bas Ceckbehehiobaeeesewaes 649 10 Oo 


Z., _ WET TT Te rte 549 I0 Oo 
for allocation of profits according to partnership agree- 


ment, viz.: Of the net divisible profits, first £1,000 0 0; 
X. receives 40%, Y. 35%, and Z. 25%, the balance is 
divided share and share alike. 








Dice ER DT, 0 6.5 ois eescacsecccaue £99 s.10 d.o 
Be ipa We eee reaper Le 238 10 oO 
Z., ws oe OP te a, 28 oO Oo 
pe ee ee £99 s.10 d.0 
ht bret jab eReader Cae ee Roe 238 10 oO 
= - a OE eee Se eee a Nee 28 0 Oo 
Transfer of accounts. 
PROFIT AND LOSS STATEMENT 
Balance brought forward from former sections. ............ £2,767 s.0 d.0 
Deduct: 
Partners’ salaries: 
Tn eh: iuks Wedd Cand onecesnce £250 s.o d.o 
Ae ese Mere pes edie 2 200 0 9 450 0 O 
TI, oc 6:0 ke backs nhsneeebaseeeeaeel £2,317 s.0 4.0 
Deduct: 
Interest on Capital, 
4s 5. oGOwss Rataeks siscicn aban aae ben £200 s.0 d.o 
| See ery me ee Le PEE ce 139 0 O 
Ts d:kbea heh ae anes enwded Skea 79 10 Oo 418 10 Oo 
Is oc n.ne cacacddesassceeudeneeeeeees £1,898 s.10 d.o0 
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Allocation of balance (net profits): 











es IDs fo sins cine baceecdcccsss £400 s.0 4.0 
ce ees 2 ree ee 299 10 Oo 
£699 s.10 d.o 
Y., 38% of £1,000......... £350 s.0 d.o 
\% of £898 s.10 d.o...... 299 10 0 649 I10 O 
Ze» 28% Of £1,000......... £250 s.o d.o 
% of £898 s.t0 d.o...... 299 10 ©O 549 10 O- 1,898 I0 Oo 
0 0 Oo 
X.’s DRAWING ACCOUNT 
G&a dé. + & 
DS ced wdeecs 800 0 Oo Interest on Capital.. . 200 0 O 
Capital Account eee 699 10 0 
a 99 10 oO 
£899 10 Oo £899 10 0 
X.’s CAPITAL ACCOUNT 
Ss «@ € = se 
i ks ks eer 4,099 IO 0O ee SE EERO re 4,000 0 O 
Transfer from D/A.. 99 10 Oo 
£4,099 I0 Oo £4,099 10 0 
NO Fi accncastais £4,099 10 0 
Y.’s DRAWING ACCOUNT 
, £ s. d. «446 
ee 800 0 oO Salary Allowance... . 250 0 0 
Capital Account Interest on Capital. . 139 0 O 
sre 238 10 oO Rey a aa 649 I0 0O 
£1,038 10 Oo £1,038 10 0 
Y.’s CAPITAL ACCOUNT 
Ss. ¢ & £ ss d. 
eee 3,018 10 oO ee Se ae 2,780 0 0 


Transfer from D/A.. 238 10 O 


£3,018 10 Oo £3,018 10 oO 





a 5 i eae en £3,018 10 oO 

Z..s DRAWING ACCOUNT 
P £ s. d. £ s. d. 
Drawings.......... 800 0 0 0 RT oe ee 200 0 0 
Capital Account Interest on Capital. . 79 10 O 
, 29 0 O SRY ae ina oe 549 10 0 


£829 0 O £829 0 O 
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Z.’s CAPITAL ACCOUNT 





& «sf. £ ss &@ 

I tdi disuse 1,619 0 O Balance............ 1,590 0 O 
Transfer from D/A.. 29 0 O 

£1,619 0 O £1,619 0 O 

Balance.......... £1,619 0 O 


FINAL EXAMINATION 
BOOK-KEEPING AND ACCOUNTS 


(Including Executorship Accounts) 
(10.30 A.M. TO 1.30 P.M.) 


1. A. died on December 31, 1900, at which time he was a partner with 
B. in a manufacturing business, under the style of B. A. & Co. The 
question of A’s capital in the partnership was referred to X to ascertain 
and determine, after obtaining expert valuations of the property of the 
firm. B. was to purchase A.’s share as determined by X., whose decision 
was to be final and binding. On December 31, 1901, X. delivered his 
award, fixing A.’s share in the business at the date of his death at eight 
thousand pounds. 

It was agreed that B. should pay this sum at the rate of one thousand 
pounds per annum, with interest at 5 per cent. per annum on the unpaid 
purchase money, but B., being short of cash, never made any payment, 
and eventually, on December 31, 1903, was made bankrupt. A.’s execu- 
tors proved for the eight thousand pounds, with interest thereon to the 
date of the bankruptcy. 

Part of the property consisted of Freehold Premises on which was a 
mortgage of one thousand pounds. These premises, which were vested 
in A. and A. jointly, were sold by the Trustee and realized one thousand 
four hundred pounds after paying expenses. In consideration of A.’s 
executors concurring in the sale, it was agreed that one half of the 
surplus, after discharging the mortgage, should be paid to them. On 
the balance of their claim they received a dividend of 5s. in the pound, 
which, together with the half surplus from the property, was paid to 
them on December 31, 1904. 

Write up the books of the Executors so far as regards these trans- 
actions. 

2. The G. S. Collieries Company, Ltd., took, from the Duke of D., a 
lease of a coal field for a period of twenty-five years from January I, 1900, 
on a royalty of 6d. per ton of coal got, with a “Dead Rent’ of two 
hundred and fifty pounds, and power to recoup “ Short Workings” dur- 
ing the first five years of the lease. 

The annual outputs were as follows: 


EEE.» winias tub Ge sake HE Celene 6,000 tons 
Tr. once hede sah had SReeamenae 9,000 “ 
ST nnd ccaccisdibabacmeinkesheeeee 11,000 “ 
EE .n0a)«s-4s0odnbastuadueeaseehans 12,000 “ 
Stl, secnenseaactuaduaenamsasesinas 15,000 “ 


Write up the “ Royalties,” “ Short Workings,” and “ Landlord’s” Ac- 
counts for the five years, in the Colliery Company’s Ledger. 
3. The A. B. Co., Ltd., went into voluntary liquidation on August 1, 
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1908. The issued capital of the Company was two thousand five hundred 
shares of £1 each, 10s. paid up. 

The Liquidator called up the remaining 10s. per share on September 

1, 1908. One thousand shares stood in the name of the X. Y. Co., Ltd., 
which was also in liquidation. There was, therefore, due from the Liqui- 
dator of the X. Y. Co., Ltd., the sum of 500 pounds for calls, and he 
admitted a claim for that amount and paid to the Liquidator of the 
A. B. Co., a first and final dividend thereon of 5s. in the pound, on Feb- 
ruary, 1909. 

The X. Y. Co., Ltd., were creditors of the A. B. Co., Ltd., for goods 
supplied to the extent of £800, this amount being admitted as correct. 

The assets of the A. B. Co., Ltd., realized £1,500, and the costs of the 
liquidation amounted to £300. The claims admitted amounted to £5,000, 
including the £800 due to the X. Y. Co., Ltd 

Prepare a statement as at March 1, 1909, for presentation to the final 
meeting of the A. B. Co., Ltd., showing what dividend would be pay- 
able to the creditors. 

4. The Hard Coal Colliery Co., Ltd. agreed to purchase from the 
International Wagon Co., Ltd., one hundred railway wagons, at the price 
of £50 per wagon, paying for the same by half-yearly instalments of 
£300, such instalments to include interest on the unpaid purchase money 
at the rate of seven per cent. per annum. 

The date of the purchase was January 1, 1906, and the first half-yearly 
instalment was due July 1, 1906. 

Write up the Hard Coal Colliery Co.’s Account in the Wagon Co.’s 
books for three years, and also write up the Wagon Account in the Col- 
liery Co.’s books for the same period. 

5. Rule a form of Consumer’s Ledger suitable for a Water, Gas, or 
Electric Light Company, and make therein six pro forma entries, and 
explain the method of working. 

6. What is an Executor de son tart? What are his rights and liabil- 
ities, if any: 

(a) As regards the rightful executor; 

(b) As regards a creditor of the deceased who sues him? 

7. A Limited Company has its Head Office in London, and a number 
of retail shops in various towns, to which all goods are invoiced from 
the Head Office at selling prices. What system would you recommend 
for dealing with these branches, and how would the stocks at the branches 
appear in the Balance Sheet of the Company? Give a pro forma ex- 
ample, stating the class of business you select for the purpose. 

8. John Wilson died intestate on February 1, 1908, leaving a widow, 
but no children; he also had an only brother, who survived him. His 
estate consisted of freehold property valued at £10,000, and personality 
which realized £15,000. Debts due at death amounted to £1,500. Funeral 
and Testamentary Expenses, £250; and Administration Expenses (in- 
cluding duties), £11,750. Make out a statement showing the division of 
the Estate. 

9. M. N. carried on a manufacturing business, his factory being at 
Leeds, and his Head Office and Showroom in London. S. B. and T. B., 
sons of A. B., carried on a similar business, both factory and showroom 
being at Leeds. M. N. rented his factory and the plant and machinery 
therein, and as his lease was out on December 1, 1907, he entered into 
negotiations with S. B. and T. B., and they agreed to amalgamate, and a 
private Limited Company, under the style of B. N. & Co. Ltd. was 
formed to take over the two businesses as on January 1, 1908. The capital 
of the Company was £10,000, and divided into 10,000 shares of £1 each. 
M. N., S. B., and T. B., were signatories for one share each. The follow- 
ing are the Balance Sheets of the two firms as on December 31, 1907. 
It was agreed that the Assets and Liabilities should be taken at the 
amounts shown therein. 
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A. B. & SONS 
LIABILITIES ASSETS 

~£ s.d. £ s.d. 
Sundry Creditors...... 500 0 0 Plantand Machinery... 2,000 0 0 
B. B. Loan at 4%...... 5,000 0 0 Loose Plant and Tools. . 500 0 O 
35 Pree 1,250 0 0 Stock in Trade........ 2,000 0 O 
T. B. Capital......... 1,250 0 O Sundry Debtors....... 3,000 0 O 

Cash in Hand and at 
Eso akens +s os00e 500 0 O 
£8,000 0 o £8,000 0 0 

M. N 
LIABILITIES . ASSETS 

£ sé. £ s.d. 

Sundry Creditors Loose Plant and Tools 
ea 500 0 0 rae 120 0 0 

M. N., Capital........ 3,950 0 O Stock (London) £1,800 

(Leeds) 500 
2,300 0 O 
Furniture, etc. (London) 230 0 0 

Sundry Debtors 

(London)........... 1,000 0 O 

Cash in Hand and at 
Bank (London)..... 800 0 O 

£4,450 


£4,450 0 0 


The purchase price of the business of A. B. & Sons was to be £7,500, 
including A. B.’s loan, and was to be satisfied by the issue to A. B. of 
four per cent Debentures for £5,000, and to S. B. and T. B., each 1,250 
shares of £1 each, allotted as fully paid. M. N.’s capital was to be one 
half that paid for A. B. & Co.’s business, viz.: £2,500 in four per cent 
Debentures and £1,250 in £1 shares issued as fully paid; any excess of 
value of Assets was to be credited to M. N.’s private account. The two 
businesses were to be carried on separately as heretofore, the Head Office 
being at Leeds, and M. N.’s London office being treated as the London 
Branch of the Company. 

Draw up the Balance Sheet of the new Company as on January I, 
1908, and draft the Journal entries for opening the books of the Company 
at Leeds and at London, the items marked (London) in M. N.’s Balance 
Sheet being taken as London Branch accounts. The Company was reg- 
istered on December 27, 1907. The Registration Fees and Legal Charges 
amounting to £100 were paid on December 31st, on which day the shares 
and debentures were allotted and payment was made by the signatories 
for their subscribed shares. 

John Williams died on June 30, 1909. He left the following legacies: 

(1) His collection of ancient coins to his friend, Thomas Jones. 

(2) His watch, chain, and other jewelry, to his son. 

(3) His shares in Cammell & Co., Ltd., to his daughter. 

(4) £500 to his brother, to be paid out of the proceeds of his Great 

Northern Railway stock. 

(5) His household furniture, plate, and pictures, to his wife. 

(6) The following pecuniary legacies: £10,000 to his wife; £10,000 to 

his son; £5,000 to his daughter. 

(7) The residue of his estate to his son. 

After his Executors had paid all debts, funeral and testamentary ex- 
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penses, duties and executorship expenses, the position of the estate was 
as follows: 

The testator had disposed of his collection of ancient coins for £500 
shortly before his death. 

He left a gold watch and chain and certain small articles of jewelry. 

He left 1,200 £5 shares, fully paid, in Cammell & Co., Ltd. 

He had no Great Northern Railway Stock. 

The value of the remainder of the estate (exclusive of the furniture, 
etc., bequeathed to his wife), after paying expenses, was £20,196. 

What would the lagetees receive respectively? 


COMMENTS 


The Intermediate examination of the Institute of Chartered Ac- 
countants consists of four papers under the following headings: Book- 
keeping and Accounts, including Partnership Accounts (3 hours); The 
Rights and Duties of Liquidators, Trustees, and Receivers (2 hours) ; 
Book-keeping and Accounts, including Executorship Accounts (3 hours) ; 
and Auditing (2 hours). 

A perusal of the representative problems of the Institute examinations, 
given here, will show that this examination is much more simple than 
any of the examinations submitted by State Board Examiners in the 
States. Of course, it must not be overlooked that this is an intermediate 
examination and therefore should be simple in nature. 

In solving problem 3, a Profit and Loss Statement is submitted, in 
addition to the closing entries, although this is not required by the word- 
ing of the question. In a problem of this kind, bearing in mind that the 
candidate’s general ability is tested, the inclusion of the Profit and Loss 
Statement, showing properly the apportionment of the profits, is advisable. 

The final examination consists of six papers dealing with the follow- 
ing subjects: Book-keeping and Accounts, including Executor’s Accounts 
(3 hours); The Rights and Duties of Liquidators, Trustees, and Re- 
ceivers (2 hours); Book-keeping and Accounts, including Partnership 
Accounts (3 hours) ; Auditing (2 hours) ; Bankruptcy and Chaseny Law 
i hours) ; Mercantile Law and the Law of Arbitration and Awards (2 

ours). 

When we consider the question of time allowance it seems to us that 
it is a little too much to require of candidates to solve the ten problems 
submitted herewith in three hours. While it is true that a good many 
of the questions do not require an elaborate answer, on the other hand 
a good many of them require quite a lot of figuring and the construction 
of proper accounts. In nature and character the examinations of many 
of our states—New York, Pennsylvania, and Illinois especially—are favor- 
able. In fact, the recent (June, 1910) New York C. P. A. examinations, 
as a whole, appear to us to be of a much higher calibre than the final ex- 
amination papers of the Institute. However, when one considers the 
strict apprenticeship required by the Institute the comparison shows a 
quite similar standard. 











